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3 
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9 Volume 77 
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1e/ -:13635 6 Mr. Creery Me, Currie 
iS 13640 9 Except for Only 
a8 13661 13 not for shippers delete "not" 


lave Bavenw us somevuning very controversial ana very 
interesting, and we are sure we are going to have a 
very interesting week. 

THE WITNESS ¢ Thank you. 
THE CHAIRMAN: And you will, too. Mr. 
Brazier? 

MR, BRAZIERs Mr, Chairman, members of the 
Commission, before we go to the second part of the brief, 
there are certain corrections that should be made in 
respect of Part I, and if I may point those out to 
the Commission. It seems it does not matter how many 


times you go through a brief you find slight errors 


still remaining in it. 
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“ ANGUS, STONEHOUSE & CO. LTD. Hughes, dir 13298 


TORONTO. ONTARIO 


(Brazier ) 
1 
| DIRECT EXAMINATION BY MR. BRAZIER: 
3 Q. Now, at page 25 of our original brief, 
4 which is reported in Volume 41, page 6921, there is 
5 an amendment to be made, I wonder if you, Mr. Hughes, 
6 would give to the Commission the change that has to 
7 be made in table 14, 
3 A, Table 14, the water-long tons incoming 
9 should be 72,359 instead of 760, and outgoing 69,790. 
10 The source at the bottom has been changed. Under the 
11 subheading 1, traffic to and from ¢ast and west scsnts,. 


12 etc., should be DBS Shipping Report. Instead of the 
13 footnote 1 on the bottom of tne table it should be 

ae DBS Shipping Report, 1958. 

15 MR. McDONALD: Could you give us those 

16 figures again? 

17 THE WITNESS : Incoming for water, 72,3593 

18 outgoing, 59,790. 

19 MR, GRAZIER: Q. Now, the next one, Mr 

20 Hughes, is on cage 33 of the brief, pase 6927 of 

21 the transcript. I think there has been a change in 

59 respect to the cridge subsidy and coal to Ontario since 
23 the brief was written? 

24 | A, I don't know the Board Order number --= 
One! Board Order 861 put coal to Ontario under the bridge 

26 subsidy since June ist, 1960 -- just a note on page 323. 
27 MR, RRAZIER: It is just recently issued by 
28 the Board itself. 

29 Q. The next amendment we have is to table 


30 19 on page 36 of the brief, which is reported at 
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~ ANGUS, STONEHOUSE & CO. LTD. Hughes, Gir 13299 
TORONTO. ONTARIO (Braz ier ) 


page 6930 of the transcript? 

A. Table 19 just shows that I can't do 
aritnmetic very well, and in column 4 the total should 
be 388 instead of 288. 

COMMISSIONER ANSCOMBs: Just an error in 
addition; that is sll. 

THE WITNESS: Yes; and straight underneath 
that, total British Columbia and Ontario, 629 instead 
of 529, and British Columbia as percentage of total, 
33.4 instead of 45.5. 

MR, BRAZIER: q@. Now at page 40 of the brief, 
Mr. Hughes, reported at page 6932 of the transcript, 
page 40 of the brief in the second column, the last 
paragraph, I think there is an amendment? 

A. The paragraph starts -- I will read the 
correct paragraph: 

“The deficit arising out of commuter 
services undoubtedly accounts for a substantial 
part of passerger losses. Mr. Gordon, com- 
menting on the fact that commuters represented 
37.4 per cent of all passenzers carried but 
contributed only 3 per cent of passenger 
revenues .. .o' 

It is 3 per cent instead of 30 per cent. 

Qo Are there any other changes you toink 
should be made as far as Part I is concerned’ 

A. No, thatis all, Mr. Brazier. 

MR. BRAZIER: Mr, Chairman and gentlemen of 


the Commission, before we go to Part 2 I should like co 
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~ ANGUS, STONEHOUSE & CO. LTD. Hughes, dir 13300 
TORONTO. ONTARIO (Brazier ) 


say that Part 2 is presented by the Government of British 
Columbia in what it is hoped will be a valuable dante 
bution to the study which your Commission must neces- 
sarily make in order to prepare a report that might 

offer the necessary solution to a very long-standing 
subject of complaint and difficulty in Canada. 

THE CHAIRMAN: It is a very valuable contri- 
bution and represents a great deal of work by Mr.Hughes, 
We know that. 

MR. BRAZIER: There is no doubt about it, Mr. 
Chairman, We do not put it in a dogmatic fashion in 
any way; we offer it to the Commission for their con- 
sideration and study. It may be that the Commission, 
on the advice of its experts, may see fit to adopt 
parts of it and not adopt other parts. 

THE CHAIRMAN: Weli, we will look at it ven 
carefully, and we think that Mr. Hughes and Mr. Guest 
have done a great job on this. 

MR. BRAZIER: Yes, I am quite sure of it. 

I would also commend -- because before this 
Commission I think there have been some other parties 
woo have talked somewhat about the cost of service 
principle in the present Commissio -- I woula commend 
to the attention ot tne Commission that the province 
or British Columbia did make such a proposal berore 
the Turgeon Commission, 

THE CHAIRMAN : Ten years ago, 

MR, BRaZIER: Some ten or eleven years ago. 


~ commend to the Commission the report of that Commission 
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“ ANGUS, STONEHOUSE & CO. LTD. Hughes, air L330L 
TORONTO, ONTARIO (Brazier ) 


starting on page 118 of their report where they, you migh 
say, summarily dismissea the thought that this shoula ce 
aaoptea in Canada. I might say, too, ror the intor- 
mation of the Commission that some several years Later, 
when Mr. Justice Turgeon returnea to Canada to preside 
on the Royal Commission on Agreed Charges, I did have 
very Lengthy discussion with nim on this matter, ana 

at that time he advisea me that from his further studise 
of cost of service principle it did seem that ne had 
dealt with it too summarily in the original report, but 
he had given it further thought. 

MR, SINCLAIR: we, of course, had cross-= 
examination --- 

MR. BRAZIER: I am not suggesting he was ever 
then going to report it, but in the meantime he found 
that it had more merit that probably he had originally 
thought. 
THE CHAIRMAN: We realize Mr. Brazier is not 
giving evidence. 

MR. BRAZIER?: In ‘presenting the brief as ‘Mr. 
Hughes has done on behalf of the Government, he is 
really here to explain and possibly expand on tne brie? 
as it is prepared. I appreciate some of my learned 
friends would like to get an expression of opinion in 
so far as the Government of British Columbia is concers?:. 
on other issues, issues which are not set forth in this 
brief, and I can assure the Commission that in due 
course, either on his or. on behalf of the Governmen:, 


we will give you the benefit of our opinionm all 
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“ ANGUS, STONEHOUSE & CO. LTD. Hughes, dir 13302 
TORONTO. ONTARIO (Brazier) 

controversial subjects that are before the Comnission, 

But I do hope my learned friends will not attempt to 

seu Mr, Hughes to express views on behalf of the 

Government on things which are not in the brief, because 

he is in the very difficult position that unless they 

are in the brief they have not been approved by the 

necessary minister; of the Crown in the Province of 

British Columbia. 

With those comments, I offer to the Commission 
Part II of our brief, and in this, as it is now pre- 
sented to the Commission, there are two small amendmenss 
which we wish to make. 

Q « First, on page 29 in respect to the 
tables indicated there, would you, Mr. Hugnes, now 
advise tne Commission what amendments you wish to 
make in respect to the tablesset forth onpege 29? 

As Yes. First I better say a word about 


why J am making the amendment. On discussion of 


this table and on thinking about it I realized, of 


course -- and J] snouvuld nave realized before -=- tnat The 
terminal costs do not vary so muco with the 100 pounds 
but they do vary, of course, with the number c* cars 
going througni a terminal. Se as I have it there now, 
it would have penalized tne man sending a gocd carload 
through, he would pay so much more per 100 pounds; 
whereas the man sending a fully loaded car through a 


terminal should pay about the same for switching tne 


sar, 8O I realizeian alteration should be mace here, 


So the total -- and there is another ristaxe made, toc. 
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Going down from the distance factor at the 
top of the table on page 29 and reading under "Cents 
per 100 pounds,” the distance in miles, 100-199, 
reading along the column as it is, 20, 18, 16, 14, 
12 -- that column is all right. The second one, 


200-299, should* bevel, 195°17, 15*and*2$% 
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In the arbitraries, the terminal group arbitrary, 
reading along A, B, C, D, we get "dollars per carload". 

Q. That is, instead of "cents per hundred 
lbs." you substitute "dollars per carload"; is that 
correct? 

A. That..is right. Then under A, we 
have $40; under B, $50; under C, $60; under D, $70. 

MR. HUME: Is it dollars per carload? 

THE WITNESS: Dollars per carload. 

MR. McDONALD: Under "Terminal Group"? 

MR. BRAZIER: Yes. 

THE CHAIRMAN: And the route group --- 

A. Route group remains the same. 

THE CHAIRMAN: Remains the same. 

MR. BRAZIER: Q. How does that change 
the minimum rate as set forth in paragraph 104? 

A, Paragraph 104 now reads: 

"A minimum rate would be found by addition. 

"For example, a minimum rate for 50,000 lbs. 

"of Article X shipped 100 miles through twe 


"Group A terminals over Route B: 


y Rating ree 
q Distance rate 16¢ 
: Route arbitrary __ 2¢ 
"Total rate per 100 lbs. LS¢ 


"Plus terminal arbitrary (x2) $80 per carload. 
"Total minimum charge for carload of 
"60,000 108<, $17O." 


Q. Now, on page 35, the footnote that : 
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have there I think needs to be amended. 

A. Page 35, footnote, G. Lloyd Wilson -- 
there is no source cited there. The source -I have 
given is wrong. Unfortunately I have left the little 
book in British Columbia, but I can give you the 
approximate title and then let you know at some later 
time when I get the book, tell you what it is. The 
book is by the Railway Progress Institute to the best 
of my recollection, and this is a prize essay and I 
believe it is called "Do We Need New Railrcad Freight 
Structure?" or something to that effect. et ao oe 
little pamphlet. I can let you know the full title 


when I get back. 
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CHAPTER 6 


Rate-Making Concepts 


1. The purpose of Part 2 of this submission 
is to recommend to the Royal Commission a railway rate- 
making proposal, the adoption of which, it is believed, 
will help alleviate many of the current problems of 
the eal wave and snippers. To this end, methods of 
railway rate-making will be examined. 

2) There are three basic metnods of rate- 
making which, though not mutually exclusive, have dis- 
tinctive characteristics. The methods are setting 
rates according to 

(a) value of commodity; 

(bo) value of service; 


(c) what the trarfic will bear. 


Value of Commodity 

si This method of rate-making is the me 
used in the Canadian Freight Classification and the 
related class rate tariffs. The value of the article 
consigned is te important consideration in setting a 
class rate for a commodity, (W. T. Jackman, Principles 
of Transportation; Toronto: The lniversity of Toronto 
Press, 1935, p. 326) though other factors are also 
taken into account, suci as bulk, risk of damage, and, 
of course, weight and distance. The foundation stone 
of the freight-rate structure is the classification 
(Ibid., p. 155) because, although only a very small 


percentage of traffic is carried at class rates, mary 
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commodity rates are fixed as a percentage of them, 

("The carriers made no serious objection to the proposal 
‘9 apolish the standard mileage class rates. They did 
state, however, that these rates are the 'key' on which 
other rates are based and that they are necessary to 
preserve flexibility in the rate structure." Report 

of the Royal Commission on Transportation, Ottawa, 1951, 
p 2183 wn) 

4, Rates based primarily according to the 
value of the commodities handled depend on the existence 
of a méndpely in the railway business. That monopely 
has completely disappeared for a large volume of traffic 
(put not all) is evident and needs no elaboration beyond 
the statement in the Lessard Reports 

"Competition, therefore, has risen from a 

position of comparative insignificance to a 
maior consideration in the structure of 
the transportation industry. Railway monopoly, 
based on technological conditions, has been 
virtually ended over an ever-widening area in 
transportation for as far as it is possibile 
to see into the future. Indeed competition 
is likely to become much more intense over 
tne next quarter of a century.’ 
(Royal Commission on Canada's Economic Prospects, 
I. Cc. Lessard, ‘Transportation h Canada." Ottawa: 
1956, bigkbay 

ae One result ef the breakdown of much of 

the railway monopoly is that the efiectiveness of 


class and class-related rates is completely underr:ined. 
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Such a rate structure is failing to provide the neces- 
sary revenue and traffic to support healtny railways, 
wivun dire consequences for the traffic which is still 
captive. A great deal of traffic is being diverted 
to motor carriers, both for-hire and private. Such 
earriers do not necessarily handle the high-valued 
commodities at a lower cost than the railways, but 
the movements are ree ae to the shippers tnan the 
railway rates. Because motor carriers help them- 
selves to the cream of the traffic, they are able to 
accept lcw rates on back hauls of basic traffic which 
would normally be beyond their reach. Thus the 
railways lose both high-valued traffic and also basic 
commodity traffic by the truck return movements, 
Commissioner Turgeon notes: 
"So long as the railways had a monopoly 

of inland transportation the broad basis of 

the rate structure was reasonably satisfactory. 

But during the iu: itwenty years the railways 

have lost their monopoly position, No longer 

can they obtain increased revenues from the 

high-value commodities as an offset to the 

lesser revenues obtained from the low-value 

commodities, because a substantial 

of the high-value commodities are now moved, 

or have the option of being moved, by 

highway transport. Thus that part of 

the traffic wherein the high-value commo- 


dities lie has ceased to be a monopoly and 
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has become intensively competitive; but the 
railways are required to charge for their ser- 
vices within a regulatory framework which 
restricts their ability to meet the com- 
petition effectively.” 
(Report of Royal Commission on Agreed Charges. Ottawa: 
1955s Pe ees 
6. It is the view of this submission that 
the value of commodity basis of rate-making is com- 
pletely outmoded, a view which is presumably shared 
by Mr. L. J. Knowles, Commissioner of the Board of 
Transport Commissioners, in the following passage 
from his evidence to the Senate Standing Committee on 
Transport and Communications: 
“Senator Smith (Queens-Shelburne ): Of 


g 


course, that factor you speak about 4 


A, 


8 almost 
historical of railroads. But is there any 
important reason why that very basis for 


moving steel could not be changed? Does it 


a) 


cost the railway companies any more to mov 
semi-manufactured steel that is carried ¢ 
little farther in the original raw state 
per ton and per car? Is there any real 
reason why it oould not be changed? 

“Mr, Knowles: No, not on a cost basis, 
except in the case of a heavily-loaded car 
the unit cost would be somewhat less tnan 
it would be on a lightly-loaded car. Bat, 


Senator Smith, you have asked a great fundamental 
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question in ratemaking that is worrying every- 

body today, and that is, the way the rate 

structure is made now, high rates are charged 

on high-grade materials and low rates on 

low-grade materials,and the higner rates 

are being eroded by the trucks and railways 

are being left the low-grade articles which 

are moved at a rate less than the average 

cost of transportation. That is the great 

problem all over the world today, I read it 

in all the railway magazines -- that is, the 

fact that the original method of ratemaking 

on a value basis, while it was very good for 

seventy-five years, is out of date today, 

and it may be that the railways will have to 

come to a more cost basis of fixing rates." 
(Proceedings of the Standing Committee on Transport 
and Communications on Bill C-38. Senate of Canada, 
2nd Session, 24th Parliament, June 1959, pp. 13,14.) 
‘Fd The erosion of railway traffic in the 
hicher classes means that there is not tne same 
opportunity to practise differential pricing 48 tnere 
used to be. The railways can no longer rely on 
these rates to cover most of the system overheads. 
Moreover, these rates can only be increased at the 
risk of losing even more high-valued traffic to 
competitor: . It is largely for this reason that 
a greater and greater proportion of any increased 


revenue requirements nas to be recovered from the 
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remaining captive traffic. 

Sie The system of basing rates on the artificial 
basis of commodity value has outlived its usefulness, 
however, convenient it may be. Although a class rate 
structure (which includes related commodity rates ) 
still has advocate3, such a system is not possible 
where competition exists. The greatest competition 
which the railways have to face rte eee trucks, many of 
which are privately owned, and many others are not sub- 
ject to rate or entry control. To meet such competi- 
tion it is essential that rates do not diverge too 
greatly from costs, whereas many present rates are 

an umbrella under which lower rated but higher 

cost competition can shelter. 

9. One other effect of value of commodity pricing 
is that a mislocation of industry is encouraged. In= 
dustry, other things being equal, will tend to locate 
where aggregate prices are the lowest. Economic 
efficiency in the use of resources dictates that indus- 
try should locate where the aggregate economic costs 


are the least, hence, if transport prices diverge from 


transport costs of service -=- as under the class rate 
system -- mislocation of industry is encouraged, 
10. The shortcomings of a rate system based on 


value of commodities are many in this age of trans- 
portation competition. The breakdown of railway 
monopoly, the siphoning-off of remunerative high-grade 
traffic by competition, and the possible mislocation of 


economic activity are in themselves sufficient reason 
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for the abandonment of the Canadian Freight Classificatior 
and such rates as are related to class rates. Recogni-= 
tion should be given to changing economic conditions, 

and it is suggested that a pricing system more nearly 


related to the cost of providing service be adopted, 


VaALGe. OF ipervice 

Be This method of rate making is based on the 
value of transportation service to the shipper and in- 
volves a different principle from value of commodity 
pricing. The term “value of service" is self-explanatory. 
No shipper will pay a higher freight rate than the servic 
is worth to him. To charge on a basis of value of 
service, therefore, is to charge rates that the shippers 
are willing to pay. Where the railway has monepoly, 

a high price can be exacted, but where there is com- 
petition, only a low price can be asked. Value of 
service to the shipper is determined by the availability 
of substitute services and by the amount of competition 
that the shipper himself has to meet in marketing his 
produce, The greater the competition, either carrie: 
or market competition, the less is the value of service. 
“Moreover, the value of service, being a subjective 
concept, is different to every person whose goods are 
transported. A railway charging rates on such a basis 
would quote a different. price to each sustomer, 

Lek Value of service is often taken to be the 
difference between the price of the commodity at the 


olace of production and the price at the selling point, 
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; the “value added" due to transportation being the value 

: of service, This point of view has weaknesses, however, 
‘ as the difference in price between the two points could 

: just as well be due to market forces, If there is 

; LAGE Le competition at the selling point, the difference 

y in price may be much more than the cost of transportation, 
P ee Rates based on the value of service alone can 
9 be criticized first, because they are obviously not 

10 related to the cost of providing such service. They 

1 are, therefore, suspect for the same reason as class 

12 rates in that they tend to mislocate economic activity. 
13 Another criticism of the value of service principle 

14 is that as it is not related to costs there is no 

15 guarantee that they will be recouped. If rates are 

16 reduced below out-of-pocket costs, for example, some 


17 other traffic has to make up the loss. This has a 
18 twofold effect. Prospective competitors of the 
19 railway are deprived of traffic which they may be able 
20 to move at compensatory rates. The burden of high 
1 rates on other shippers prevents them from fully ex- 
ploiting their markets. Such shippers may turn to 
trucks if rates lower than rail charges were o.fered, 
even though the real transportation costs may be higher. 
149 Some economists would go so far as to say 
that value of service in rate making was not desirabl-. 
For examples: 

"Although the proponents of such a policy 

never put their case explicitly, it is 


generally argued that value-of-service rate 
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making is desirable for the entire economy 
and a necessity for the financial stability 
of transportation industries, The preponder- 
ance of the evidence, however, would appear to 
point to exactly a contrary conclusion: namely, 
that value of service rate making as now 
practised is both undesirable and unnecessary." 
(John R. Meyer et al., The Economics of Competition 
in the Transportation Injustries. Cambridge: Har- 
vard University Press, 1959, p. 181.) 
15 Value of service pricing is, of course, 
discriminatory, in that differences in rates between 
various commodities and shippers are not based on 
differences in costs. This kind of discrimination, 
being legal providing that it is not 'unjust,' is 
not the subject of complaint before regulatory 
bodies. Nevertheless, general complaints of such 
discrimination must be more widespread than if a 
cost of service principle were employed, where it 
would be shown that rate differences were fully jugsti- 
fied on the grounds of differences in costs. Though 
this is a small point, its importance should .ot be 
overlooked. Should a cost of service principle be 
adopted, charges ot “undue preference” and "unjus% 
discrimination" would become almost pases as “fsatice 
in the matter of transport rates then becomes a 
matter of justice in terms of relative costs. 
16: A closely related criticism of value of 


service rate making is that it may result in rates: 
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which are extortionate in the absence of competition. 
Though competition is an automatic regulator of rates, 
the platitude that competition now pervades the 
transportation industries is no consolation to the 
“eaptive’ shippers. Where competition has not 

pierced the rate structure, value of service rates 

can be very high in relation to costs. ifsoether 

rates are below costs for good reasons, it is difficuit 
for regulators to outlaw the extortionate rates which 
may be called upon to bear othewise unjustifiable in- 
creases. (For example, in the 17 per cent case it 
was contended by the Provinces that the traffic 
producing approximately 35 per cent of the total revenue 
of Canadian National and Canadian Pacific was expected 
to assume approximately 73 per cent of the revenue 
increases from increased rates, 4S. 7. OL. BURY 16Ay 


p. 1669 


What the Traffic Will Bear 

LY’. The third principle cf rate making, what 
the traffic will bear, is well described by Locklin: 
(P. Philip Lock: in, Economics of Transportation. 
Homewood: Ricrard D. Irwin, Inc., 4th ed., 1954, 
pp. 155,150. ) 

“The redircad rarely attempts to charge tne 
entire value of the service on each commodity 
or class of traffic. The value of t1e ser- 
vice sets the upper limit beyond which the 
traffie will not move. Prime or variable 


costs, on the other hand, fix the lower limit 
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1 

below which the rate must not fall. But where, 
between the upper and lower limits, will the 
: rate be fixed? The answer is summed up in the 
: phrase ‘charging what the traffic will bear.' 
. This is a much-abused phrase, It is often 
y falsely interpreted to mean exacting the highest 
P possible charge that can be extorted from shippers. 
9 The policy is more accurately, but more cumber- 
10 somely, expressed as ‘not charging what the 
1 traffic will not.‘bear." The practice is one 
12 of granting concessions to traffic that will 
13 not move at normal rates, although this may, if 
14 not controlled in the public interest, lead 
15 to higher rates than are necessary on traffic 
16 that will stand high rates. To be more pre- 
17 eise, charging what the traffic will bear means 
18 charging the rate on each commodity which, when 
19 the volume of traffic is considered, will make 
20 the largest totai contribution to fixed or 
1 overhead expenses.” 
99) 1%. Such an interoretation of what the traffic 


=o 4 


23 will bear’ means in its pure form that the raiiway wil’ 
24 attemet to limit its output of service to the peoln® 

95| where tne additional revenue gained from the lagé wns 

26 of traffic is equal to the additional cost incurred, 

97 It will do this because if output were less tran +15, 

28 net receipts would not be maximized, while if oute 

29 were greater than this, additional costs woul? exceed 


30 additional revenue. The railway, having limited sut- 
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1 

2 put at this “optimum point, will charge the highest 

3 price possible consistent with the output; in other 

4 words, the price determined by the value of the 

5 service. (This is simply to equate marginal cost 

6 and marginal revenue by limiting output. See Joon 

7 Robinson, The Economics of Imperfect Competition. 

8 rondon: Macmillan & Co. Ltd., 1954, pp. 51,52.) 

9 As the value of service is different for each customer, 
10 or class of customer, this leads to differential 

11 charging; i.e., charging different prices to an extent 
12 not justified by differences in cost. However, the 


13 principles of charging what the traffic will bear and 
14 charging according to the value of service must be 


15 distinguished. There is nothing in the latter 


16 principle to prevent rates from going below cost, while 
17 in the former case the railway would not sell any cut- 
18 put where additional revenue was less than the 

19 additional cost incurred. Any railway wnich stiit 

20 retained monopoly pcewers and which had no fear of 

Of orospective competition would, in the absence ot 

22 contre, make monopoly profits. Regulation attempts 
23 to siphon away these monopoly profits by rate-control 
24 and by the obligation to provide service. Even 30, 

Zo many rates are not the subject of complaint when they 
26 have been set ana the provision of service is no Longer 
aT a prime issue. Tiere is, in fact, little to prevers 
28 the fuit working of the principle of charging what 

PAM the traffic wis pear on ail but class and equalized 


30 commodity rates today. 
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19. Charging what the traffic will bear is simpiy 
a refinement of the vaiue of service principie, and 

as such is open to many of the same objections. The 
objective or this type ot rate making is the maximiza- 
tion of net receipts; therefore, no’ service can be solid 
at less than cost. As has been pointed out, the 
maximization o1 net receipts invoives the restriction 
OI output to the point where the adaitionai costs in- 
eurrea equai the aauitional revenue, The process pré=- 
sumably is carried out by raiiway companies in charging 
rates on the majority ot traiiic not pearing equalizecu 
or statutory rates. It is a selective process, having 
regard to particular commodities and the exbebenot 
competition on particular routes. This results in tne 
accrual of monopoly profits where demand for trans- 
portation is less thanperfectly elastic. However, 
objections to certain rates may be made by shippers 

or competitors on various grounds in which case rates 
may be fixed by the Board of Transport Commissioners 

S20 as to deny moncpoly profits to the railway on 
certain services. The railway services as a wnole ao 
rot, of course, earn any net revenue which can ne 
construed as monopoly profits over traffic in total 
pecause of the effect of statutory rates and the prcec- 
vision of gone transportation (e.g., passenger trafric} 
at value of service rates which are less than cost. 

se Tne criticism of a charging system based or 
what the traffic will bear resolves itself into an 


argument against monopoly discriminatory pricing 
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practice in general, where prices are above the cost of 

; service in varying degress, Such pricing, not based on 

the costs of service, has the tendency of mislocating 
economic activity. Extortionate rates may be charged 

; in the absence of competition, and so the burden of over- 

‘ neads is borne by a smaller and smaller segment of 

‘ traffic with every rate increase, However, if the 

worst abuses can be overcome by exercise of the powers 

" ef the Board of Transport Commissioners to order the 

rs provision of service beyond a monopoly output where 

~ necessary and by maximum rate-control for captive 

13 traffic, “what the traffic will bear" rate making has 

14 many desirable features, Sueh a pricing system is 

15 beneficial to the railways in that it maximizes net 

16 receipts on individual traffics and the average cost 

7 of transportation is reduced through expansion of total 

18 railway output when the railway enjoys decreasing costs. 

19 ra The case for differential charging which will 

20 bring about lower rates for nigh-rated traffic and alse 

1 wnicn enables Low-valued traffic to move rests on the 

92 railway having a large amount of fixed costs. As the 

93 units of traffic transported increase, so the averaxs 

24 unit costs decrease as the fixed costs are sprefd ever 


95 the greater output. Because railways are said to aie 
a large proportion of fixed costs, they are also saic. t3 
27 be a decreasing-cost industry. If this,is .se,, they 

28 ean differentially price their output so as to mazi- 

29 mize revenues up to the limits of operating capacity. 


30 || So long as rates cover at least the additional cost of 
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ae hauling the traffic; differential charging enables 


| 
| more traffic to be obtained. The large amount of 
2 | dee 
| traffic enables a greater sharing out of the fixed 
3 3 
cOsvs and a consequent reduction in average total 
4 2 


eosts per unit of.traffiie, The system encourages full 
utilizationof railway facilities and makes for the 
best possible recovery of overheads. The advantages of 
such rate making, and the need for certain safeguards, 
are recognized by Professor Harbeson, (R, Ws 
Harbeson, Transport and Communications Review, "Cost 
Finding in Rail Transportation: Some Lessons from 
American Experience." Oct.-Dec., 1953). 
"The objective of this type of pricing 
is to spread the constant costs over a volume 
of traffic such as will achieve full utilization 
of a railway plant of optimum size and thereby 
to attain the lowest possible total unit cost 
for transportation service, This type of 
rate making is socially desirable provided it 
is safeguarded in three ways: 
"(1) Rates on particular commodities 
and particular hauls must at least 
eover the additional cost which they 
occasion; 
"(2) There should be no exploitation of 


particular traffic simply because it 


high-rated traffic should not be 
greater than they would be if the 


ean stand high rates, Rates On 
low-rated traffic did not move; in 
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other words, discrimination should be 
downward, not upward; 

"(3) The total earnings of the railroad 
from its entire volume of traffic 
should be limited to a competitive 


rate of return on its investment." 


Breakdown of Railway Monopoly 

Bi. The methods of rate making described, accor- 
ding to commodity value, value of service, and what 
the traffic will bear, to be effective, depend on some 
degree of railway monopoly. The breakdown of this 
monopoly for much traffic, and hence many of the 
difficulties in which railways find themselves, can be 
attributed to many causes. In this respect Lessard 
(Lessard, op. cit., pp 77-84) notes that the Canadian 
economy has in recent years undergone a radical change, 
from being an agricultural economy to one that is now 
highly industrialized. This gives rise to motor- 
trucking, especially in the private carriage field, 

as this form of transport fulfils the needs of secon- 
dary industry where speed and service are paramount 
considerations. The same factors encouraged the 
growth of air freight, while pipe lines are a natural 
outeome of the large discoveries of oil in the west 
dating from 1947. The St. Lawrence Seaway will con- 
tinue the trend of breaking up the rail monopoly, at 
least in central Canada, Mr. N. R. Crump estimated 
the effects of Seaway competitionm the Canadian Pacific 


Railway traffic in the following words: 
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"Even under the toll system our Traffic 
Officers estimate that approximately two 
million tons of your railway's freight, 
having a revenue value in excess of $33 
million annually, will be exposed to 
seaway competition. It is to be hoped 
that over the long term, industrial de- 
velopment along the Seaway may offset in 
some measure this more immediate adverse 
effect." 
(Canadian Pacific Railway Company, 78th Annual General 
Meeting of Shareholders, Report of Proceedings, May 
6th, 1959, Montreal, p. 6.) 
23's Outdated regulation which was designed for 
a monopoly regime rather than for competitive 
conditions can also be blamed for some loss of traffic. 
A particular regulation which is non sequitur today 
pecause of the tremendous growth of competition is 
the one and one-third rule. There can be no dispute 
with Lessard when he says: 
‘Regulation is more restrictive for rail- 
ways than for other carriers and, more im- 
sortant, is becoming more onerous with the 
growth of competition." 
(Lessard, op. cit., p. 88.) 
a4. The report “Transportation m Canada” mentions 
that it has proved more difficult for railways to aban- 
don service vis-a-vis other carriers: (Ibid., p. 91) and 


“railway rates must be filed, published and strictly 
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adhered to, and be the same for all shippers.” (Ibid, 
p. 94. And the same point of outdated regulation is 
made in the report of the Royal Commission on Agreed 
Charges; 
“TI do not submit the foregoing as a detailed 
explanation of the 'railway problem,' but only 
as an indication of certain features of the freight 
rate structure which are basic to the matters 
pefore me. I think it evident that it must be 
borne in mind that, as appears from the foregoing, 
the railways have been compelled to operate most 
of the time under comprehensive regulation which 
as designed originally for conditions specifically 
different from those existing today. Basically, 
it was the regulation of monopoly in the public 
interest. With the exception of water trans- 
portation, where such existed, the shipper had no 
other carrier to which he could turn for service. 
As such, the regulation recognized only such com- 
petition as would occur between different rail 
carriers and between rail and water carriers, It 
did not recognize a situation wherein the cailways 
would be faced with active and intense competition 
for a particular part of its traffic, the high rates, 


teat td ¢.. Today the railways operate under two 


different sets of conditions: one, where they 
still have a monopoly and present regulation 
remains suitable; the other where they are faced 


with intense competition, and present regulation 
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puts them in an unfair position because it binds 
them almost as closely as it did in the time of 
their monopoly.” Report of Royal Commission 
on Agreed Charges, op. cit., p. 20.) 
Fg pe The decline of the rail monopoly has also 
been hastened by onerous obligations imposed for reasons 
of national policy. Crowsnest rates are a prime 
example. Some of the blame for the decline of the 
railway share of traffic can be laid at the door of rail- 
way management itself. There has been a tendency to 
eling to an outdated rate structure, and railways were 
admonished to change it to meet modern conditions in the 
Western Incentive Rates Case; 

“The railways have struggled along under this 
handicap for the past twenty-five years, because 
they were naturally reluctant to make radical 
changes in their rate structure, This has 
gone on so long that the highway operators have 
assumed that they can refer to it as 'the estab- 
lished rate structure! and that complaints against 
changing it will have due effect. There is, how- 
ever, motoing inherently sacred or static in 
the freight rate structure, and nothing to pre- 
vent the railways from changing it to meet 
modern conditions, subject to the provisions of 
the Railway Act. The railways can carry 
traffic at an average rate of 14 cents per ton 
mile and there is no object in clinging to an 


ineffective rate structure which results in 
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charges on some traffic of 3 cents to 10 cents 
per ton mile when their competitors can 
handle it for less.” 

(43 J.O0.R.R. 22, D- 532.) 
26. Before the Turgeon Commission the railways 
said that the standard mileage class rates were the 
"key" rates on which other rates were based. For 
this they were criticized in the revort for using these 
as key rates since such a small proportion of freight 
moved under them. (Report of the Royal Commission 
on Transportation, Ottawa, 1951, op. cit., Dp. 83.) 
a3 Whatever the causes of the breakdown of 
railway monopoly in some areas, the occurrence can 
hardly be disputed, and a new look at basic-rate 
making principles in the light of new conditions is 
needed. The infusion of competition into the trans-~- 
portation industries has taken away high-grade 
traffic from the railways, leaving them with low- 
valued commodities in which competitors have little 
interes vo). If the railways wished to retain hign- 
valued traffic, they have had to quote lower eompeti- 
tive and other special rates, thus virtually ¢?- 
capitating the upper end of the rate structure. AS 
high-valued commodities are no longer able to contribute 
to overheads to the same extent as before, Llow=-valued 
traffic, where not competitive, has had to take the 
brunt of all rate increases, 
oo It is the contention of this brief that 


rate making more closely associated with the costs of 
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providing services is more suited to the conditions in 
which railways find themselves today. The adoption 

of such rate making would preserve the economic health 
of the railways, would result in greater technical 
innovation, encourage capital and other resources to 
flow to the right quarters, and, of course, enable 
railways and other transportation media to obtain 
traffic which they could be carrying in the light of 
their inherent advantages. It goes without saying that 
such results would be to the advantage of the country 
as a whole, and Canadians would be getting the most out 
of their transportation dollars. 

29. In view of the growth of competition, one 
would expect that there would have been a corresponding 
move toward rate making based on costs in order that 
the full potentialities of railway cost advantages 
could be realized. However, this has not been the 
case. Railway management seems to have been somewhat 
complacent about the competitive situation up to now 

in view of increzsing railway tonnage induced by rising 
industrial production, population, and gross ns tionas 
product in the last decade. The fact that the reil 
share of tonnage nes declined is obscured in 4 growing 
economy, and the relative loss of traffic has been 
cushioned by absolute gains. Under such circumstances 
there nas been no hurry to change long-establisnea ora- 
ditional thinking and practices. 

SO: The U.S. Department of Commerce notes com- 


placency on the part of American railroads: 
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1 

A "But so far as appears, much loss in 

: the freight traffic 1s not the result of regula- 
A tory requirement but of a failure of the car- 

: riers to come forward with appropriate pro- 

P posals for ad, ,ustment. Worse, they show a 

7 tendency to expand the area of unprofitable 

8 rates and activity to solicit business that 

9 can only be handled at a loss. The public is 
10 entitled to expect that rail carriers will face 
11 their problem upon a far broader and more 

12 energetic basis than hitherto, iv .8 entivied 
13 to expect that they should be relieved of traf- 
14 fic which they cannot handle on as favourable 
15 terms as other carriers, as well as that they 
16 will actively put their best foot forward in 

17 those areas where they have an economic ad- 

18 vantage." 

19 (Federal Transportation Policy and Program, U.S. 


20 Department of Commerce, March, 1960, p. 11.) 


21 ul The judgment of the Western Incentive Rates 
Ja) Case previously cited cxzlled attention to the reiuc- 
23 tance of the railways tc change the present st..vé oF 


affairs, and to the felise pyresumystion of an estan- 
lished rate structure. At the same time the country 
wes remindea tnust there was nothing sacred or static 
about it®* and nothing to prevent a change, (40 J.U.Rei. 
2Gntepiockeigep. 53at)) In this regard Prefressor 
Sargent says: 


"There will always be pressures from one 
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direction or another to divorce prices from 
costs. These pressures range all the way from 
sophisticated arguments about the difficulties 
of costing individual operations in an industry 
as complex as transport to barely disguised 
pleas for special terms for special men," 
(J. R. Sargent, British Transport Policy. Oxford: 
The Clarendon Press, 1958, pp. 15, 16.) 
an The equalization of class and mileage com- 
modity rates is another factor which makes the dis- 
carding of the old rate structure difficult: Rates 
originally given to meet special circumstances of par- 
ticular regions have been extended to all equally, 
whether competition was present or not, and whether 


or not costs justified such rates. 


S36 The natural changeover to cost of service 
rate making is also retarded by statutory obligations 
to carry export grain traffic at rates which are pro- 
bably below variable costs. Historically, the railways 
themselves assumed responsibility to carry some 

traffic at unremunerative rates, such as under the 

"At. and East grain rates." (Submission of Canadian 
Pacific Railway Company to the Royal Commission on 
Transportation, Montreal, 1949, Part I, pp. 77,78.) 
The railways are sometimes urged to carry other traffic 
which is not compensatory, such as Alberta coal to 
Ontario points. (Ibids, ps 96.) There is a moral 
obligation assumed to carry passenger traffic, much 


of which does not earn its costs; there are mandatory 
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obligations to continue the working of remunerative line 
even where their profitability is doubtful and where 
reasonable alternative transportation does not exist. 
One of the most potent reasons for clinging to the old 
structure, however, is the understandable difficulty 
of cost-finding on the part of railway management and 
a great deal of traffic may be unwittingly carried at a 
loss. 
cue Notwithstanding vested interests, difficulties 
statutory and moral obligations, and lack of managerial 
initiative, the railways will have to pay greater 
attention to the developing of rational rate structures 
in tune with the encroachment of competition. In 
this regard Professor G. Lloyd Wilson says: 
"It is unnecessary to elaborate further 

by citing other evidences of the obsolescence 

of railroad freight rates under present-day 

conditions. The years of experience which 

have added alluvium to build up what are now 

known as railroad rate structures have develop- 

ed a rich rate soil which supplies the fertile 

fields from which grow the wonderful and 

sometimes weird flowers of the rate structures 

of the railroads. They are magnificent, even 

if they are sometimes but vaguely understood 

by experts and seldom understood at all by 

some users of transportation services, unless 

the users employ competent industrial traffic 
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become more concerned with building up a com- 
prehensive system of rate structures than in 
developing rates and practices which will 
actually and effectively move traffic? 
It appears obvious that the time has 
come for the railroads to give serious considera- 
tion to the thorough overhauling and simplifi- 
cation of classification rate and tariff pro- 
cedure, and the constructiond rates which 
will at the same time cover the costs of 
transportation and attract the traffic." 
(G. Lloyd Wilson, "Are Railroad Freight Rate 
Structures Obsolete?" Harvard Business Review, 
January, 1935, pp. 184, 185.) 
See The dilatory change to pricing in keeping wit 
times is not confined to railways, and all forms of 
for-hire transportation (and the nation) would un- 
doubtedly benefit from a cost-oriented rate struc- 
ture, The recent U. S. Department of Commerce re- 
port to the President said: 
"Now the newer forms of common carrier 
transport also, still concentrating largely 
on competing with the rails, are generally 
blind in their turn to a growing competitive 
menace, Unregulated private and exempt 
carriers now haul nearly half of the inter- 
city freight. The regulated common 


carriers are feeling the same competitive 
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weapon they used against the railroads. They 
still base their rates to some extent on the 
competitive rail rates, instead of on true cost. 
The unregulated carriers can skim off the most 
profitable traffic, that with the greatest 
margins between prices charged and costs. 
Moreover, the distinctions between what is 
legitimate private or exempt transportation 

and what is subject to regulation are difficult 
to draw with precision. It is even more dif- 
ficult to compel compliance with such distinc- 
tions. 

"Essentially the responsibility is and 
should be with common carriers to develop 
service standards and rate structures which 
enable them to hold their position against the 
possibilities for private and exempt transport 
and to diminish the temptation to illegitimate 
operations. What is needed is broad, general 
revision of traditional rate structures to 
bring them more closely into accord with cost 
structures. Rates should be rational based 
on cost studies and market facts, rather than 
opportunistic since sporadic and selective 
rate cutting can prove dangerous to the 
carriers and damaging to the public. Since 
the temptation to go this route is strong, 
appropriate regulatory restraint must be 


provided for the present, The regulatory 
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system must, however, become more flexible 
and must, indeed, encourage the adjustment 
which is called for. Specifically, regulatory 
restraint upon the upward adjustment of below- 
cost rates and upon the abandonment or read- 
justment of losing services must be very 
substantially removed." 

(Federal Transportation Policy and Program, op. cit., 


pin Hen) 


Effects of Cost-related Rate-making 

36. The advantages of cost-oriented rate-making 
can best be introduced with a descriptionof the model 
of competition presented by economists. In this 
model they see mankind acting in a rational way so 
that men use their economic resources in the best 
possible way to bring them the greatest satisfaction. 
When applied to business firms, this amounts to the 
maximization of profits by producing goods and 
services in the most economical way. Through com- 
petition, successful businesses outbid less success- 
ful firms for resources (labour and capital). The 
resources thus attracted will at first receive nigh 
returns, but competition will eventually make them 

no more than normal, and the returns received by the 
resources will be sufficient, but no more, to keep 
them in their employment in any particular line. 
Resources will then be utilized in the most profitable 
way, to them and to the community. There will be, 


in other words, economic allocation of resources, and 
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production of the nation's goods and service will 4 
be carried on in the most efficient way possible. 

Shs Through this competition for economic re=- 
sources, cost of production (including normal profits, 
or interest payments, to capital) equals price. The 
prices a firm receives for the sale of its production 
is just sufficient to cover the costs of production, 
Moreover, marginal cost (the additional cost incurred 
in the production of an additional unit of output) 
equals price. If customers are willing to pay more 
than marginal cost for an additional unit, then it 

is in the public interest to let them have it, and 

to expand production until the last unit of output 
just equals the marginal cost. That marginal cost 
equals average cost in competition is not significant 
here, A competitive pricing system will have regard 
to marginal costs, not to average total costs, when 
production fluctuates. If the firm can sell an 
additional unit at anything above the marginal cost 
of producing, it then will be sold in order to 
maximize profit. Hence, in the economists! com- 
petitive model, price equals cost and a cost f 
service principle is automatically brought into 
effect. (This simple picture is somewhat more 
complicated for the transportation industries where 
indivisible costs are not immediately traceable to 
particular units of output. However, the tendency 
for prices to equal cost is still present.) Moreover, 


the principle is based on marginal costs rather 
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than average total costs, and this is in the public 


interest. 
38. The beneficial effects of relating rates 
to costs are many. The economic allocation of re- 


sources is the most obvious benefit from the des- 
cription ¢ the competitive model. (That other forms 
of pricing result in a misallocation of economic 
resources is recognized in the literature: PY Teieas 
is accepted that optimal resource allocation is 
attained under either marginal or average cost 
pricing, the worst distortion in using present 
transportation needs as an approximation of optimal 
needs would occur when present prices diverge sharply 
from average or marginal costs -- that is, essentially 
where so-called value of service rate making is pur- 
sued." -- Meyer, op. cit., p. 145.) Through the 
payment of rates based on cost the community will 
ensure, in its self-interest, that it employs low- 
cost, rather than high-cost, resources. Its limited 
means are economized so that it is getting the most 
out of its transportation dollars. To make certain 
that the low-cost resources are employed (whica may 
be trucks vs. railways), the community must know 

wnat the relative costs of the service are. Ob-= 
viously, the existence of subsidies and value of 
service and value of commodity rate-making will not 
indicate this. If, say, highway transportation is 
receiving a subsidy so that its rates are less than 


the true cost of providing the service, the shipper, 
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if the service is the same, will prefer trucks to rail, 
even though trucking may represent the high-cost 
resuurce, If railways use a method of pricing so 
that rates are higher than the cost of providing the 
service, then a manufacturer may be induced to 

buy his own trucks even though they may be "uneconomic." 
This arises because the shippers are not interested 

in true costs of service but only in the rates charged. 
If rates are not based on costs, and there is freedom 
of choice, then shippers will be led in many cases to 
use high-cost resources, The same result obviously 
occurs if one transport route subsidizes another, or 
if freight traffic subsidizes commuters, or if the 
movement of one commodity subsidizes another. In 
order that the best use is made of transportation 
facilities, it is essential that the costs be borne 

by the particular users incurring them. 

39. The pricing of transport services ona 

cost basis automatically ensures co-ordination of 
transportation. By co-ordination is meant the har- 
monizing of transportation operations so that each 
agency does the work for which it is best suited, 

The shipper will automatically bring about co-ordina- 
tion by choosing the lowest cost form of transportation 
in his own self-interest. 

40. The shipper is co-ordinating transport, by 
using the agency which is the most efficient for the 
particular job, only if two conditions are present to- 


gether. First, the shipper must be allowed to have 
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free choice of the agencies he will use, otherwise he 
may be forced to use the one for which total production 
costs are higher, The shipper alone can judge which 
is the cheapest method of transport to use, including 
in his assessment all production costs including those 
of transportation. The second condition which must 
be present to ensure that the aggregate costs to 

the community are the least possible is that transport 
rates should be related to costs. If, through a 
subsidy, or by any method of pricing other than one 
which is cost orientated, price does not reflect 

cost, then the shipper will be led to use the "wrong" 
transport medium, For example, assume road ahd 

rail giving identical service compete on a certain 
route for the carriage of bricks and truck costs and 
rates are the lowest. Then the shipper of bricks 
will use the trucks, transport co-ordination is 
achieved, and the most production for the least cost 
is the result. Suppose now that the railway company 
subsidizes brick traffic out of earnings on steel 
tratfic . The shipper will transfer his allegiance to 
the railways in order to minimize his costs. However, 
as rail is the high-cost agency and prices do not 
reflect costs, the shipper is making a "wrong" choice, 
The result will be that resources will be wasted in 
providing expensive rail service, less transportation 
is being produced per dollar by patronizing the 
high-cost railway, and the community as a whole (but 


not the particular shipper) will be worse off. 
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1 

; 41. Repercussions follow in that the railway 

; is charging higher rates for steel than it need, and 
i it may eventually lose the traffic to trucks. 

: 42, Precisely the same effects occur when value 
; of commodity pricing is used by a railway. If the 

y value of the commodity is high, then rates will be 

P high even though transportation costs are low. re 
9 competitor then takes the traffic even though his 

10 costs may be considerably higher than the rail costs. 
11 The railway is left with low-rated traffic and must 
12 attempt to recover overheads elsewhere. The attempt 
13 leaves the railway open to further depredations, and 
14 the problem cannot resolve itself in a competitive 

15 world unless cost of service pricing is employed. 

16 Many railway rates today are such that high-cost 

17 competitors are encouraged, while rail costs of par- 
18 ticular traffics may actually be lower. 

19 43. These situations are reproduced in the 


real world, where a great deal of economic waste is 


undoubtedly occurring through pricing systems which 


ignore the cost of service. Such pricing systems are 
more suited to a monopoly economy rather than ;>o the | 
competitive conditions today. (These points are well | 
discussed in Sargent, op. cit., Ch. I. Sargent's | 
first four policy recommendations for British By, 
policy’ ares 

"], Co-ordination of transport means ensuring that 

wherever a transport service is required, it is 


provided by the method which causes the lowest 
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cost in terms of the nations! real resources, 

"Pb In most cases this will not be sufficiently 
ensured by having a central transport coordinating 
organization decide which of the available 
methods shall be used, since no such organiza- 
tion can know or take account of the relative 
inconvenience of each available method to 

the individual user, or of the relative degree 

to which each method involves him in costs 
additional to the transport charge he actually 
pays. 

"3, The function of the transport coordinating 
organization, therefore, should not be to make 
the choice of method itself. The choice must 

in general be left with the individual user; and 
the task of the transport coordinator should be 
to ensure that his choice is guided by knowledge 
of the relative amount of national resources used 
up by having onemethod of transport or another in 
each particular case. In short, coordination means 
enforcing a structure of relative charges (for 
given services by road and rail) which re°lect 
their relative costs. 

nee, We have noticed that the actual structure 
of charges has been gradually shifting towards 
this ideal, and that the 19535 Transport Act pro- 
vides the opportunity for a further shift to- 
wards it on the part of the railways -- the 


section of the transport system where charges 
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on different services have always most markedly 


diverged from their costs." (ibidesipp. 156, 
157 6) 
YY, Freedom of choice, and the use of cost-of- 


service rate making, ensures transport coordination, 
wnereas the suppression of either condition would 
have the opposite result. This is recognized by 
prominent railway executives: 

"No effective substitute has yet been 
found to replace price competition in 
deciding what companies should get a cus- 
tomer's business. Certainly no concept 
of regulation by government can hope to 
allocate traffic among different carriers 
with equal efficiency or justice." 

(The Widening Way, address by Daniel P. Loomis, 
president, Association of American Railroads, before 
the New York Society of Security Analysis, May 8th, 
1959. ) 

Se, The same point is made by Dr. Solandt: 

"If we cannot minimize Canada's total 
transportation bill, at least we can redu:ze it. 
Three obvious things that can be done are: 

(1) Strive continually to improve productivity 
of both labour and equipment in every 
means of transportation in order to 
minimize real costs; 

(2) Seek gradually to adjust the rates charged 


to the shipper so that in all cases they 
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represent the real cost of transportation 
plus a reasonable margin of profit; 

(3) Educate all shippers to seek the most 
economical means of shipment to meet their 
particular problems, E use‘here 'economi- 
eal" in its proper sense, I do not mean 
the cheapest form of transportation, since 
the cheapest form of transportation may 
not always minimize total costs." 

(Frugality in Transportation, address given by Dr. O.M. 

Solandt, vice-president, Canadian National Railways, 

at the annual banquet of the Faculty of Commerce, 

University of British Columbia, Feb.13,1958 (mimeo. ) p43.) 

46. It is in the public interest that the trans- 

portation system of Canada be operated at the lowest 

pdeaipne cost, and this will be done by the shippers 
using the system if they are given free choice and 

if prices are based on costs. It is also in the 

interest of shippers and the community as a whole that 

the full utilization of present capacity be achieved, 

This objective will be more completely gained through 

cost of service pricing rather than through an, other 

system. Pricing according to the value of commodi- 
ties will not achieve this desirable result. Given 
present capacity, the shift away from railways of highn- 
rated traffic will result in overutilization of highwa, 
carriers and underutilizationd@ railways. As one 
economist says: 


"From the public point of view, the folly 
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of a rate policy that does not permit an 
important segment of the transport system 
to utilize economically its capital resources, 
is not only that private investment losses are 
suffered and that this continuous attrition 
creates a dismal and unproductive attitude 
among railroad personnel but that resources 
are over-allocated to competing modes of 
transport resulting in, for example, the 
congestion of the highways. And economic 
tragedy is that significant amounts of 
low cost transportation output are gone 
forever." 

(Robert A. Nelson, "Administered Rates and Competition," 

reprinted from Official Proceedings of the New York 

Railroad Club Inc., December, 1958, p. 8.) 

ply ge Through any such pricing policy, the high- 

cost rather than the low-cost agency will be used and 

less transportation can be purchased for a given 
expenditure by the country as a whole. This 

result is not merely the opposite of transport co- 

ordination and misallocation of economic reso rces 

but is a system which enables high-cost firms to 

remain in business or at least helps them to get traf- 

fic which they would not obtain with cost-oriented 
rates. This has the effect of keeping capital 

and other resources employed in a relatively in- 

efficient use where sound economic policy for the 


country dictates that resource adjustment takes place 
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from inefficient uses to efficient ones. This 
: point of view is supported by the recent U.S. De- 
: partment of Commerce study on Federal transportation 
: policy: 
5 

"The achievement of maximum efficiency 
; in transport has become a complicated problem. 
For the growing opportunities contributed by 
the improved methods and technologies of 
a transport have been accompanied by growing 
re complexities within the transport industries 
y as well as in the governmental policies which 
13 affect them. At a givenlevel and structure 
1 of capital investment, efficiency requires that 
15 traffic be distributed among motor carriers, 
16 railroads, water carriers, pipelines, and 
7 air carriers in such a way that each type re- 
18 ceives the traffic which it can carry with the 
19 least consumption of resources by the carrier for 
20 the service standards required by the user. 
1 It requires also that several forms of 
22 transport be used in coordination where such 
23 a combination can produce a better servic -- 
24 cost result than any single form working alone. 
25 Finally it requires that every enterprise 
6 participating be ably and energetically 
27 managed." 
28 (Federal Transportation Policy and Program, Op. eA. oi 


29 Po 2.) 


30 43. In conclusion, it may be safely said that 
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cost-related rates will bring about greater efficiency, 
‘ lower total cost, and better coordination than any other 
: rate structure, 
4 
5 
6 
7 CHAPTER 7 
‘ IDENTIFICATION OF COSTS 
Cost Concepts 
+6 49. Various cost concepts are used in the 
a ensuing discussion and it is desirable to define them: 
15 (a) Variable Costs. -- Costs which, in the 
13 aggregate, vary with output. 
‘4 (b ) Average Variable Costs. -- Total variable 
15 costs for any output divided by the output. 
‘6 (c) Fixed Costs. -- Those costs which are, in 
7 the aggregate, absolutely fixed when a 
18 change in output takes place. In effect 
19 they are the aggregate amount of costs 
20 which would be incurred by the firm even 
a1 if no output took place. 
22 (a) Average Fixed Costs. -- Total fixed costs 
93 divided by the output. 
DA (e ) Total Cost. -- Fixed cost plus variable cost. 
25 When divided by output this is often termed 
26 "Fully allocated cost," though this is a 
27 contradiction in terms as fixed costs can 
28 never be identified with a particular output. 
99 (f ) Marginal Cost. -- Strictly speaking, mar- 


30 ginal cost is the extra cost of the last unit 
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of output produced, or, soxput,1t differ- 
ently, the expense that might be saved by 
cutting one unit from the total volume of 
production. The similarity of the defini- 
tions of variable cost and marginal cost 
may be noted. The marginal cost for the 
last unit of output is the same as the 
variable cost of that unit. However, when 
the variable costs are averaged over all 
the output, the resulting average variable 
costs do not correspond to the marginal cost 
of the additional unit of output. 

(g) Out-of-pocket Costs.-- The term "out-of- 
pocket costs" is probably the most familiar 
term to transportation practitioners and 
regulators. Out-of-pocket costs are 
defined as those extra costs which are 
incurred by reason of the transportation of 
a particular lot of goods, which would not 
have been incurred if the goods had not been 
transported. 

This definition of out-of=-poc. st 
would correspond to the definition of 
marginal cost if only one extra unit were 
transported. If the additional output 
referred to the entire transportation of a 
particular commodity, out-of-pocket cost 
would correspond to average variable cost 


if divided by the output. 
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(European costing experts turned to the use of out-of- 
pocket costs in the costing of transport operations. 
This they term "partial cost" -- the average cost of 
additional production, United Nations, The Probiem 
of Cost in the Inland Transport Industry, Vol. l; 
Economic Commission for Europe Transport Committee, 
1954. p. 16. The British Transport Commission 
uses the terms "direct" and "indirect" costs, which 
roughly correspond to out-of-pocket costs and over- 
heads. On this, see A. W. Tait, "Costs and Charges," 
British Transport Review, April, 1955, pp. 339, 340.) 
As the out-of-pocket cost per 
unit of output (e.g., per ton-mile) is 
often required, it is usual to use the 
terms "average variable cost" and "out-of- 
pocket cost" synonymously. The pC. ore 
evidently does this:- 
"A study of Commission opinions indi- 
cates that ‘out-of-pocket! costs are, 
in fact, average variable costs, al- 
though the Commission has often used 
language implying marginal coOS' 5. . » « 
"As will be seen, however, computations 
introduced by the carriers before the 
Commission to establish out-of-pocket 
costs have, without exception, reaily bee 
concerned with average variable costs; 
and the Commission, regardless of its 


language, has employed the term ‘out-cf- 
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pocket costs! to denote average 
VWarlavble costs .22°9 + 
"Despite its ambiguous terminology 
the Commission has consistently used 
the term ‘out-of-pocket! expense to 
denote the average variable cost of 
additional traffic." 
(G. Lloyd Wilson and J. R. Rose, "Out of Pocket Costs in 
Railroad Freight Rates," Quarterly Journal of Economics, 
1945, p. 559.) 
For the purposes of this submission, 
in view of the foregoing, out-of-pocket costs 
will be taken as average variable costs for 
the output under consideration. 

(h) Joint Cost. -- Joint costs are costs incurred 
jointly by two types of service, in that one 
cannot be produced without the other. An 
empty return journey is a joint cost which 
is incurred because the outward journey was 
made. The cost of either the outward or 
the return journey (apart from small 
directly allocated costs such as are incurred 
in passenger-handling, loading freight) cannot 
be isolated. All that can be done is to 
allocate the joint cost over the total traffic 
in both directions. 

ei) Common Cost.-- A common cost is one that is 
incurred by two or more services, for in- 


stance, passenger and freight services. A 
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joint cost is inevitable -- if A is to be 
produced then B must also be produced -= as 
in the case of a return journey. But a 
common cost is not inevitable. If A is to 
be produced, then it is not inevitable that 

B is also produced. The operation of 
passenger services over a line does not 

mean that a freight service must also be 
produced. If the railway company chose to 
run only passenger trains, the cost could 

be directly allocated to passenger services, 
If the line is used also to run freight trains, 
the costs of the track, signalling, and some 
of the station expenses become common costs. 
The cost can be set against the aggregate 
movement of the traffic, but it cannot be 
precisely allocated as between passengers and 
freight. 

(j) Overhead Costs. -- When the marginal costs 
have been separated from total cost, the 
remaining costs may be termed "overheads." 
This is a term used to describe those indi- 
visible costs which cannot be directly 
allocated to particular units of traffic. 
It, therefore, includes elements of fixed, 
joint, and common cost. It also includes 
elements of variable costs when the unit 
of output is larger than the resulting 


unit of cost. For example, direct labour 
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is a variable cost, but it is overhead when 
the cost of one passenger is being con- 
sidered. 

50 A tenet of cost-oriented rate making is that 

rates should not fall below costs but there are many 

different cost levels. Fixed, joint, common, and 
overhead costs are obviously not the relevant costs 

on which to base minimum rates. This leaves out-of- 

pocket costs (synonymous with average variable costs), 

marginal costs, or average total costs. 

anes The use of marginal cost as a minimum rate 

is impractical as it would involve a different rate 

being quoted for each unit of output if marginal costs 

were not constant. (But this is the only argument 
against marginal cost as a pricing standard. The 
economists! case for marginal cost rests on the ideal 
of competitive pricing when marginal cost is equal 

to the price of the service. By this method the maxi- 

mum utility and benefit is obtained. Some economists 

go so far as to say that only marginal costs should be 
covered by rates and the overheads by payments from 
general taxation. A protagonist of this view says: 

"One advantage of the system of charging only marginal 

"cost would be a great simplification of the rate 

"structure, .. . Regardless of their own history, the | 

"Pact is that we now have the railroads, and in the main 

"are likely to have them with us for a considerable time 

"in the. future. It will be better to operate the 


"nailroads for the benefit of living human beings,while 
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letting dead men and dead investments rest quietly 
in their graves, and to establish a system of rates 
ana service calculated to assure the most efficient 
operation." (H. Hotelling, "The General Welfare in 
Relation to Problems of Taxation and of Railway and 
Utility Rates," Econometrica, July, 1938, pp. 264, 269.) 
Minimum rates in any cost-oriented pricing system 
should be related to out-of-pocket costs. It is 
these costs that are incurred if the output takes 
place’. If they were not recovered in full, therefore, 
out-of-pocket losses would occur, and the railway would 
be better off by not carrying the traffic. A strong 
advocate of out-of-pocket costs as the jumping-off 
point for pricing is Merril Roberts: 
"The path to economic efficiency lies in 

market-oriented prices or in administered 

prices that are patterned after them. The 

pursuant of efficiency requires basically that 

(1) out-of-pocket costs be recognized as the 

relevant cost measure in competitive pricing 

and that (2) these costs be fully asserted 

in the interests of low-cost carriers and 

shippers, as well as of society at large. 

"Bully distributed costs are a false 

pricing standard because of adverse effects 

on revenue generation. It is quite meaning- 

less to establish as a norm for rates a sum 

composed of out-of-pocket cost plus an 


arbitrary pro rata share of the overhead. .. -« 
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In many circumstances a rate lower than the 
fully distributed costs yields a greater total 
contribution to profit than one which equates 
with this statistical allocation," 
(Merril Roberts, "Regulation and Economic Efficiency," 
report of speech in Traffic World, April 4th, 1959, 
peseo 4) 

Although Dr. Roberts had in mind the regula- 
tion of intermodal competitive pricing, his analysis 
is basic to the whole question of transportation 
rate making. 
5a. Average total costs are not a proper level 
for minimum rates. Once the railway has committed 
invest nen in fixed facilities it can haul traffic at 
anything above out-of-pocket costs and thereby obtain 
a contribution to its fixed costs. If average total 
cost pricing were the minimum legal standard, output 
would have to be reduced considerably and the fixed 
costs shared over fewer shippers. Any contribution 
to fixed costs over and above out-of-pocket costs 
lessens the sum to be recovered from all other traffic 
and so has beneficial effects. Dr. Pegrum makes this 
point in an earlier article: 

"Minimum rates that attract traffic which 

increases the net revenue of the carrier that 
can get it are in the public interest and are 
a necessary part of public policy that relies 
on competition, These rates are also a neces- 


sary part of public policy which aims at 
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distributing traffic according to ‘inherent! 
advantages. The fact that the minimum rates 
are based on costs which are below 'average' is 
not a relevant consideration." 
(Dudley F. Pegrum, "Do we Have a New Rule of Rate Making," 


Traffic World, February 7th, 1959, p. 54.) 


Out-of-Pocket Cost Identification 

Sie If out-of-pocket costs are the appropriate 
level of costs for minimum rates, the identification of 
such costs presents a problem. In order to identify 
such costs, the time period for which it is desired 

to identify the costs must be established. Average 
total costs of railway working are made up of average 
fixed costs and average variable costs, with out-of- 
pocket costs corresponding to the latter for any par-~ 
ticular output. No clear-cut division into fixed 

and variable costs can be made without reference tO 
the time period being considered. The longer the 
period, the smaller the fixed element until all costs 
become variable. Conversely, in the very short period 
nearly all costs become fixed. Early transportation 
economists thought that a large proportion of railway 
costs were fixed, even in the long run. (For exmple, 
W. Z. Ripley in Railroads, Rates and Regulation, New 
york, Longmans, 1912, pp. 54-55, and W. M. Acworth, 
Elements of Railway Economies, Oxford, Clarendon 
Press, 1911, p.50.) Later studies, however, show 

that railway costs are largely variable, even in a 


fairly short period of time. (H. Ashton, "Railroad 
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Costs in Relation to the Volume of Traffic." American 
Economic Review, June, 1940. W. A. Timmerman, Railway 
E:nenditure and the Volume of Traffic, London, The 
Locomotive Publishing Company (no date), p. 22; 

E. J. Broster, "Variability of Railway Operating 
Expenses," Economic Journal, December, 1938, p. 680; 
and 1.C.C. Bureau of Accounts and Cost Finding State- 
ment 2-48, Explanation of Rail Cost Finding Procedures 
and Principles Relating to the Use of Costs, October, 
1948, ) 

54, It is clear that as the Téndth of time is 
increased, the more costs become variable. The out- 
of-pocket costs for any particular traffic taken over 

a period of twenty-four hours will be a much lower 
proportion of the total than if the period were one 
year. It is therefore essential that a long enough 
period of time be taken in order to get a representa- 
tive picture of out-of-pocket costs for railway opera- 
tions. This being so, it is suggested that long-run 
out-of-pocket costs are the appropriate measure for use 
in the cost of service rate making. The long period 
should, moreover, be long enough so that small business 
fluctuations in the economy are averaged out, say, two 
or three years. Taking the long-term view has the 
beneficial effect of reducing the fixed costs which 
have to be allocated, while increasing the proportion 
of out-of-pocket costs which can be identified with 
traffic. 


(Other factors must also be considered when 
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deciding what proportion variable costs are to the 
total. One is output in relation to capacity because 
as output increases or decreases then the proportion of 
total costs which are variable also fluctuate. A small 
pioneer line with light traffic would have a much 

larger proportion of fixed costs than a well-established, 
heavily used line. As a railway outgrows the pioneer 
or feeder line stage its size becomes adjusted to the 
volume of traffic being handled. Then, as traffic 
fluctuates over a period of years, variable costs are 

a high proportion od total costs. It is also necessary 
to define the output unit when stating what proportion 
variable costs are to the total. Generally costs will 
vary much more for the output unit (e.g., a train mile ) 
than for a pricing unit (e.g., a ton-mile or 100 lb. 
mile). As the railways cannot sell train journeys 

this leaves a large portion of the out-of-pocket costs 
indivisible among the sales units. It is not correct 
to assume, however, that because they are indivisible, 
or overhead costs to the individual sales unit, that 
they are fixed costs. It is suggested, therefore, that 
out-of-pocket costs for large output units be ascer- 
tained and then averaged among the individual sales units 
included within that output. Then, if we have out-of- 
pocket costs of $x per train journey and y ton-miles, 
the out-of-pocket cost per ton-mile averages $—. 
Hence, although it is clearly impossible to identify 
particular costs with particular consignments, it is not 


impossible to identify out-of-pocket costs for an 
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aggregste of ton-miles included within the output unit. 
; In this way, out-of-pocket costs are identified and 

: ascigned, leaving a much smaller proportion of over- 
; heads than would otherwise be the case. ) 

: 55 The discussion of variable costs leads now 
to the factors which make for differential costs, the 
: implication being that differences in costs should be 
; reflected in rate differences. Differences in costs 
. which should be reflected in rates arise because of 
e differences in routes, terminal handling costs, empty 
0 movements, length of haul, and weight. 


13 Route Costs 


14 56. Value of commodity pricing was shown to be 
15 inefficient in divorcing prices from costs, one of the 
16| criticisms being that competitors take away the high- 
i valued commodities, leaving the railways with low- 

rs valued traffic. Exactly the same process occurs 

19 


when the railway does not allow variations in route 
costs to be reflected in rates. On routes where rail 
costs are high but rates are low, traffic is attracted 
from rdatively low-cost competitors, thus leading to 
economic waste. On the other hand, the railway will 
lose traffic on routes where rates are high but costs 
are low. It is essential, if this result is to be 
avoided, that variations in route costs be reflected 
in rates. It is probable that out of all aspects of 
railway working the range of costs encountered on 
different routes is the greatest. Light-traffic 


routes will have high average total costs per unit of 
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traffic and high-density routes (assuming there is no 
congestion) low average total costs. The significance 
is that as railway rates today are proadly averaged over 
the different routes, whether high or low density, the 
result is rates which are above eosts on the former 
and below costs on the latter. This encourages 
trucking along the high-density routes where rail rates 
are high in relation to costs and a waste of economic 
resources. Unless railways do allow route cost 
differences to be reflected in rates, they will 
continue to encourage truck competition along what 
should be their most profitable lines, while they will 
pe left with unremunerative traffic elsewhere. These 
consequences were seen twenty years ago by R. A. C. 
Henry : 
"The second major problem concerns rates. 

It is apparent that the relative charges for 

the different types of transportation service 

are most important in determining the division 

of traffic between them, Therefore, unless 

rates for each fom of transportation bear 

approximately the same relationship to tne 

costs of each, it is not possible for them to 

find their individual economic positions in 

the whole transportation system. For 

example, to the extent that motor carriers 

have approximated railway practices in rate 

making they have not made full use of their 


opportunities to find their ecoomic sphere of 
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activity, for their costs are different. On 
the other hand, to the extent that motor carriers 
have based rates on their costs they have diverted 
high rated traffic from the railways because 
of the important place the value of service 
principle plays in the rate making policy of 
the latter. .. . continuation of present 
practice is undermining the whole railway rate 
structure and at the same time fails to ensure 
the best development of all forms of trans-~- 
portation from a national point of view." 
(R.A.C. Henry, Railway Freight Rates in Canada, 
prepared for the Royal Commission on Dominion-Pro- 
vineial Relations, Ottawa: 1939, p. xxil. ) 
o's Costs tend to be lower on high-density lines 
as against those with low-density primarily because 
all capacity is utilized. Hence the fixed costs can 
be spread over a greater volume of traffic. 
58. There is general agreement that costs are 
lower on routes where the density is high, providing it 
is not so high as to cause congestion. C.P.R. made 
the point in their brief to the Turgeon Commission. 
(Submission of Canadian Pacific Railway Company to 
the Royal Commission on Transportation, Montreal, 
1949, pe 4.’) High density also reduces costs in 
that because of the heavy traffic there is a greater 
aio uate Wa'ty that full trains can be made up for one 
destination, whereas on light-traffic routes, cars 


for various destinations will be included in one train. 
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Thus, the expenses of switching and terminal handling 
are reduced as well as numerous other costs. 

59 There is ample evidence to show that the 
transcontinental lines enjoy favourable traffic densi- 
ties, not too light to incur high unit costs, nor too 
neavy to cause congestion on lines and in yards. The 
C.P.R. submission of 1949 shows this well, in terms of 
net ton-miles. (Ibid., Appendix to Part I, p. 3; 

Map of Freight Traffic Density, 1948. ) 

It can be seen from the map in the submission 
that British Columbia is favoured with very few lines 
of low density when compared with the prairie provinces. 
The Canadian National Railways also submitted a map 
showing that British Columbia had the lowest mileage of 
low-density lines in Canada for the system in terms of 
gross ton-miles, (Canadian National Railways, 
Submission to Royal Commission on Transportation, 
Montreal, 1949, Exhibit A.) 

60. Tables XVIIA and XVIIB submitted by British 
Columbia to the present Royal Commission show that 

the province has the highest-density lines of any dis- 
trict on the Canadian National lines and also !as high 
density on the Canadian Pacific. This woula indicate 
that, other things being equal,average total costs 

of hauling British Columbia traffic are low. Table 
XXXII indicates that in terms of originating freight 
tons per mile of track British Columbia stood fourth 
in density among all the Provinces and first in 


the Western Provinces in 1957. 
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TABLE XXXII 


Originating Freight Per Mile of Track, by Province, 1957 


eee ea 


Province Freight First Main Originating 

Originated Track Freight Per 

Mileage* Mile of Trac 
Tons Miles Tons 
Quebec 41,508,960 4.5939 ..8 8,402 
Nova Scotia 10, 733,635 1,391.4 7,714 
Ontario 67,342,501 10,516.0 6,403 
British Columbia 11,942, 334 Ue ehcp 2,974 
New Brunswick 4,589,410 aay ds 13 ag 2,551 
Alberta 12,584,710 5,680.1 Ae Ad ee 
Newfoundland 1,596, 093 934.6 1707 
Saskatchewan 13,870,471 8,720.8 1,590 
Manitoba 7,853,204 4,974.0 1,578 


Prince Edward 
Island 321,687 284 .8 1,129 


*Note--First main track mileage at December 31,1956 
Source: Annual Summary of Monthly Car Loadings, 


1957, D.B.S., Ottawa. Railway Transport, 
Part III, D.B.S. Ottawa. 


Population, Congestion, and Terminal Costs 

ol Apart from traffic density making for 
variations in route costs which should be reflected 

in rates, population density has an effect on costs. 
(The most densely populated area in Canada is the 
Lower Great Lakes and St. Lawrence lowlands, where 
nearly two-thirds of Canada's population live. The 
highest concentration of population is in the lowlands 
of Southern Ontario and Quebec, predominantly on the 


north shore of Lake Erie and Lake Ontario and thence 
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downstream along the St. Lawrence River to Montreal. 
This area contains about 65 per cent of the total popu- 
lation. (Computed from "Population of Provinces by 
Census Divisions, 1956," Canada Year Book, 1957-58.) Of 
the fifteen metropolitan areas in the country, only 
five are west of Lake Erie. Moreover, the population 
of Montreal alone, 1.62 million, or Toronto with 1.36 
million, almost matches the populationd@ the combined 
five metropolitan areas of the West, which is 1.65 
million. "Incorporated Cities, Towns and Villages 
Having Populations of 1,000 or over by Provinces, 1956," 
Canada Year Book, 1957-58, pp. 128-132. The core 

area of Canada may be thought of as the district north 
of Lake Erie bounded by Windsor, Sarnia, Toronto and 
Hamilton. This area contains 19.8 per cent of the 
population, yet is only 0.4 per cent of the area of 
Canada. Edward L. Ullman, American Commodity Flow, 
Seattle, University of Washington Press, 1957, p. 7.) 
High concentration of population often has the effect 

of increasing land values, thus making railway building 
and extensions expensive undertakings. It also leads 
to traffie congestionon the highways leading to che 
stations, thus making for high pick-up and delivery costs 1 
The lack of space and heavy traffic flows, the need 

for switching cars for many destinations, the provision 
of siding facilities for equipment needed in traffic 
peaks, all make for expensive railway working in con- 
gested areas. The commuter problem arises in these 


cities, with consequent losses both in commuter services 
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and in lost time and opportunities giving these trains 
priority over freight equipment. 
62. The problems of congestion were well brought 
out by Mr. Donald Gordon when he appeared before the 
Committee on Railways, Air Lines and Shipping: 
"Mr. Gordon: Commuter traffic is a 
special degree of headache. 
"Mr, Robertson: I take it that commuter 
traffie is around the larger cities? 
"Mr. Gordon: Yes, it is only at a place 
where there is heavy traffic density that we 
are involved with commuter service. We 
have been getting out of it wherever we can. 
We abandoned the Montreal-Southern Counties 
service over the last few years." 
(Sessional Committee on Railways, Air Lines and Shipping. 
Minutes of Proceedings and Evidence, No. 1, House of 
Commons, lst Session, 24th Parliament, 1958, p. 62.) 
And speaking of congestion in more general terms: 
"Mr, Smith; IT am thinking more in respect 


of short lines such as the 60 miles from Toronto 


and Orillia. 

"The Chairman: In that 60 miles you have 
about six stops and starts. 

"Mr, Gordon: Again you have to know the 
locality. Take an area around Toronto, The 
difficulty there is it is terribly congested. 
We are almost at the point of saturation on our 


line between Toronto and Hamilton. We could not 
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put more trains on there, We would have to 

build another line. Remember always that while 

most people are intrigued about passenger service, 

our bread and butter is freight; only about 8 

per cent of our actual earnings come from pas- 

senger service. While naturally we have to 
give the passenger trains the right of way, 

from the railways' standpoint it is the freight 

we want to move." 

PibAde ps 1 oe) 

63. It would appear that the worst congestion is 
around Toronto, and the situation makes for very 

high costs. For example: 

"Mr. Gordon: .. . We have got, we think, 
most of our terminal congestion problems solved, 
with the exception of Toronto. We are still 
struggling to find a solution in the City of 
Toronto, which we have not yet arrived at... . 

"Mr, Pigner’s What is the Toronto problem 
under discussion? 

"Me, Gordon: Congestion and the fact that 
no plan was made thirty years ago. The 2eal 
trouble in Toronto was that if there had been 
proper planning thirty years ago this would not 
have arisen, but now the city is so built ur 
there is no place we can find in which to 
establish a yard. All yards have been con- 
centrated down around the lake-front and 


everything now has to come in to the lake- 


front and out again. It is like spokes in 
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a wheel, and we are now working with planning 

A authorities to see what the remedy is. We 

? have outside consultants examining the problem 

: with us. I do not know what the solution is 

: going to be, It may be we will have to go into 

2 a series of yards to carry the traffic, but 

; we would prefer one large hump yard if we can 

: find the area." 

: (Ibidegeppaod2e2s 0123's) 

10 

i 64. These problems of congestion, mentioned by 
- Mr. Gordon, lead to high terminal costs in certain 

“ areas. Variations in terminal costs should be re- 

- flected in any freight rates structure in order to 

He encourage traffic to move through low-cost terminals 
6 and so that high-cost terminals are not subsidized 

17 by shippers who do not route traffic through them. 

18 If terminal costs are not specifically recognized in 
19 the rate structure, there is the danger that they 

20 will be subsidized also by line-haul operations. This 
11 is a danger where traffic using terminals is com- 

99 petitive with trucks while line-haul operations of bulk 
23 commodities are not. The rates for traffic n ing 

DA largely through terminals will be held down while the 
95 line-haul rates are allowed to rise. Not only are 

26 line-haul costs low in relation to terminal costs, but 
07 the relative difference is likely to become wider with 
28 the passage of time. Dieselization, heavier rail, 

29 centralized traffic control, better ties, continuous 


30 track, etc., bring about lower line-haul :costs, while 
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in terminal and yard operations the effect of rising 
labour costs nullifies the productivity of new equip- 
ment. As one researcher notes; 

"Great changes have taken place in the 
distribution of rail costs. Terminal costs 
have gone sky high as labour rates have risen, 
while dieselization and other improvements have 
held line costs steady. Virtually nothing has 
been done to revise the rates on traffic for- 
merly profitable but now deficit producing. 

The railroads should conduct a continuing 
review not only to keep themselves profitably 
competitive, but to eliminate and correct 
developing losses." 
(Alan M. White, member, Railroads’ Tariff Research 
Group, in Traditional Differentials in Railway Rate 
Making. New York: Simmons-Boardman Publishing Corpora- 
tion, 1956, p. 4.) 
65. The charging of proper terminal costs is 
important from another point of view -- that of 
achieving proper coordination petween different trans- 
portation media. Mr. Ponsonby brings out this point: 

"This seems to be an appropriate point at 
which to emphasize the importance of imposing 
appropriate charges for terminal costs, 
including in particular the cost of transfer- 
ring traffic from road vehicle to railway wagon 
and vice versa. The fact is that these costs, 


especially the latter, are very substantial, 
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and unless they are fully reflected in a railway 
charges scheme, traffic may well be drawn on to 
the railways, which in the national interest 
(which surely demands that traffic should pass 
from origin to destination by the least costly 
mode(s) of transport) should pass by road from 
door to door. We are now, of course, con- 
sidering that large proportion of traffic 
which starts and finishes its journey by road, 
but passes by rail for the middle part of 
its journey. 

"Assuming that once on rail the costs 
of carriage per mile are substantially less 
than by road it by no means follows that the 
traffic should pass by rail. Even if it costs 
virtually nothing to haul traffic by rail, it 
might still be more ecohomical to send it 
all the way by road between two points because 
of the costs of the short road haul at each 
end plus the costs of transferring the traffic 


from road to rail and vige versa -- quite 


apart from any considerations of superior 
qualities of service that may be provided by 
road, such as quicker delivery or less risk 
of damage. Unless the charge quoted by th= 
railway truly reflects and covers the full 
costs of carting the traffic to the station, 
of transferring it into wagons, of hauling 


it by railways, and of the necessary 
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additional operations required for the final 
delivery of the goods at destination, then there 
is a danger that the traffic will pass by rail, 
when in fact on a cost basis it should have 
passed by road all the way. This, of course, 
illustrates what is meant when it is said that 

a railway freight charges scheme based on cost 
is a sine qua non to an appropriate coordination 
of road and rail transport -- if by coordination 
we mean that all traffic should move by the 
least costly and most preferred form of 
transport." 

(Gilbert J. Ponsonby, "Towards a New Railway Charges 
Policy,” Journal of the Institute of Transport, 


London, September, 1954, Pp. 432, ) 


Distance 

66. Apart from traffic density and terminal 
conditions as factors which affect costs, the length 
of haul is a variable which should be reflected in 
railway rates if they are to be based on a cost cf 
service principle. This is reflected at present in 
tapered rates, arising out of the spreading of 
terminal handling costs over the line haul. However, 
the taper on account of terminal costs is not the only 
rate reduction which should be granted to long-hail 
traffic. Such traffic should get the advantage of 
petter utilization of equipment. The short-haul 
equipment spends most of its time in yards for one 


reason or another, the equipment in long-haul transit, 
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on the other hand, being utilized for the movement of 
traffic for a much longer period. Further, crews 
can be better utilized on long hauls, while short-haul 
crews spend a large proportion & time waiting. 
SW he Locomotives used in long hauls incur lower 
maintenance and fuel costs per locomotive-mile than 
equipment used on short hauls or in yard service and 
line is better utilized. (A. E. T. Griffiths, 
"Cost Variations in Transport: A Comparison of 
Road and Rail,” in British Transport Review, 
December, 1957, p- 562, notes that the fuel cost 
per mile of a fast train is often lower than for a 
slow train because of fewer stops. ) Acworth says: 
n | . long hauls get mileage out of engines, 
wagons, train staff, etc., than a number of 


short hauls, necessarily with waits between; 


engines and wagons are petter loaded; and the 
traffic is spread more evenly over the length 
of the line." 
((Acworth, op. cit., footnote, p. 131.) 
68. On the same point Pigou is in agree- 
ment : 
"Pinally, it is proper that the rate 
for carrying from A to B goods that are to 
go forward to C on the same line should, in 
general, be less than the rate for so 
carrying goods destined for consumption 
at 2B. In so far as terminal changes are 


paid for in the rate, this is obvious, 
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because on the former class of goods, terminal 
changes at B are saved altogether. Even 
apart from terminals, however, the journey 
from A to B, as part of a longer journey, 

is less costly than the same journey under= 


taken as an isolated whole. The reason is 


that, roughly speaking, the interval of idle- 
ness for engines and plant, following upon 
any journey, involves a cost properly attri- 
putable to that journey, and the length of 
the interval does not vary with the length 


of the journey which it follows." 


(A. C. Pigou, The Economics of Welfare. London : 
Macmillan & Co., 1952, p. 293.) 

69. So apart from taper due to terminal costs 
there are other reasons why long-haul traffic should 
receive such benefits. That this length of haul 
should be reflected in transportation charges is 

a sine qua non in a cost of service method of rate 


making. 


Loada bility 
70. Another difference in cost which should be 
reflected in rates is the load per car achieved, on 
the average, by any type of traffic over any par- 
ticular route. This characteristic is termed 
"loadaoility" by the British Transport Commission, 
and defined as "bulk in relation to weight... the 


differing extent to which a given weight of different 
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, goods absorbs the cubic capacity available in a nor- 
‘ mally used truck." (J. R. Sargent, British Transport 
y Policy. Oxford: The Clarendon Press, 1958, p.23.) 

; If a boxcar could move 30 tons of bricks or 3 tons of 
2 feathers, other things being equal, the feathers are 
y ten times more costly to move than the bricks, From 
3 this point of view, minerals, grain, or lumber make 

9 better carloads relative to capacity than most manu- 
10 factured goods which may be of such a shape or 

11 construction that their density is low in relation 


12| to bulk. If it costs the same to run a car-mile 

13 whether the car be fully or lightly loaded, then each 

14 type of traffic should bear its proportion of the cost; 
15 i.e., the feathers should pay a rate ten times more than 
16 the bricks. 

s7i TU Higher loads per car could also be attained 

18|| bY incentive rates, the rate per 100 pounds being 

19 less as the weight of any class of goods increases, 

99 || The cost-reducing effects of higher loads per car 


91) are strikingly illustrated by Healy: 


22 "A second aspect of costs of importance 
23 to price patterns is the relationof vehicl: 

24 loadings to unit costs. This rests in 

25 part upon the technical nature of resistances 
26 to movement which do not increase in propor- 
le tion to increasing loads. Also, such added 
28 resistance to movement as there is involvés 
29 in the main only increased line-haul motive 


30 power costs and loading has little effect 
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on terminal costs. The significance of all this 
: is suggested in the ICC cost finding data. The 

: estimate of out-of-pocket costs to move an 

: average boxcar in the east 500 miles with a 
10-ton load is $149 and only 17.5 per cent more, 

: or $181, if the load is trebled to 30 tons. 

9 The cost per 100 pounds for the 10-ton load is 

74 cents and for the 30-ton only 30 cents. 

10 Between the extremes of 7 tons and 50 tons found 
i in actual traffic the unit costs go from 103 to 
P 21 cents per hundredweight." 

13 (Kent T. Healy, "Discriminatory and Cost Based Railroad 
14 Pricing," American Economic Review, May, 1957, No. 2; 
15| PP> 433> 434, ) 

16 {2c There would not seem to be sufficient incen- 
17 tive under present charging policies to load cars 


18 fully, and thereby obtain cost economies. Whereas 
19 the average capacity of freight-cars has increased, 
20 the minimum weights have often decreased in order to 
21 compete with truck competition. If a shipper can 


22 obtain the minimum carload rate for loading 24,000 


23 pounds, he will often load that amount even th ug) 


24 80,000 pounds or more could easily be loaded into the 


25 ear. Incremental increases in weight per car should 

26 be rewarded with corresponding Incremental reductions | 
4 in rates per 100 pounds. If such ingremental rates | 
28 based on increasing weights were fully adopted, there 

29 would be no barrier to moving the nite mum carload 
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Tee Competition and its relationship to minimum 
: carload weights is discussed by Dr. Joel Dean: 
: "mhe railroads! greatest comparative ad- 
; vantage over trucks is on shipments too heavy 
or bulky to fit into a single truck van. yet 
: the typical tariff charges the minimum average 
P rate per hundredweight for a ‘ecarload! which 
9 is roughly the same size as a truckload. At 
10 most, the shipper is offered one or two alter- 
11 native minimums, wnich encourages loading at 
12 such minimums but not beyond. On L.C.L. 
13 freight the lowest rail rate is for 5,000 pounds, 
14 so trucks get most of the traffic between 5,000 
15 pounds and carload, which is the most profit- 
16 able part of L.C.L. The railroads could 
17 increase their profits even on the traffic 
18 they already carry by sharing with shippers 
19 in the form of continuous incentives the cost 
20 savings of heavier loading per car and of 
1 multiple car shipments. Far greater profit 
22 improvement, however, should result from the 
93 traffic that such incentive rates would ‘ake 


away from the trucks. 

"The magnitude of the opportunity for 
increasing rail profits by encouraging heavier 
loading is dramatized by recurrent freight 
car shortages. If the loss of revenue and 
goodwill were not so serious; it would be 


almost ludicrous to see car after car moving 
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half-empty during critical freight car shor- 
tages, while little is done to induce shippers 
to load cars heavier.” 
(Joel Dean, "Rail Costs for I,telligent Rate-making, " 
Proceedings, Railway Systems and Procedures Associa- 


tion, 1959 Fall Meeting, p. 32.) 
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MULTIPLE CARLOAD SHIPMENTS 
Tabs If it is logical to advocate lower rates for 
gocd loadability, it would also seem to be logical to 
advocate lower rates for multiple carloads. This point 
of view is taken by the Weeks! Report, which advocates 
competitive volume rates in the following terms:- 
"Recommendation. - Make lawful such volume 
rates as are based on cost differences, which rates 
are established to meet competition. The prime 
economic benefit of rail, water and pipeline trans- 
portation clearly lies in heavy long-distance and 
large-scale transportation. It is invariably cheap 
to haul traffic in volume from one point of origin 


to a single destination. Heavier loading produces 


ce 


ry 


lower per-ton cost. The public is denied these cos 
benefits when obstacles are placed in the way of 
lower rates for volume movements. Consequently 
carriers should be permitted to make incentive 
minimum weights and volume rates, provided that 
such rates are open on equal terms to all who may 
wish to use them, and further provided that such 


rates meet the compensatory test. Price differen- 


tials having a suitable relation to cost are genersiliy 


accepted in the pricing of goods and services in 4li 


of our economy. (Revision of Federal Transportation Polio 


A Report to the President. Prepared by the Presice:t} 


Advisory Committee on Transport''Policy and Organi2:i 2 1 


April. 1955, pv 14) 
oe In the interests of eeereaiTt akiroee wee may 
be put to a disadvantage, this submission Roos not advocate 
the inclusion of multiple carload ‘rates in tariffs. 


It is further believed that the competition can 
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1 

- adequately be met by agreed charges which make multiple 
E carload rates unnecessary. 

EMr cY RETURN CAR MOVEMENTS 

: 18% Whether cars normally return empty or other- 
P wise on a particular route or because of some particu- 
7 Lar traffic has a great bearing on costs. If there is 
8 normally a 50-per-cent empty return factor, out-of- 

9 pocket costs will be, other things being equal, twice 
10 as high as if cars were fully loaded each way. 

11 Tt There are, of course, many other things that 


12 affect costs which could be taken into consideration 

13 as traffic costing became more refined. Such differ- 
14 ences in costs arise through perishability, fragility, 
15 explosiveness, invoicing costs, operating conditions, 


16 speed, seasonal fluctuations, etc. In summary the 


17 following points of view may be noted:- 


18 "An attempt has been made to outline a charges 

19 scheme based mainly on cost rather than demand 

20 factors. In the interests of simplicity there must b 

1 some 'averaging' and ‘roundings off', and any 

22 such scheme can only reflect the big and substantial 
cost differences per ton-mile. The latter appear to 


arise mainly from:- 
"(1) Differences in loading capability. 
"(2) Difference arising from whether there is 
normally a ‘return-load'; or otherwise. 
"(3) Differences in cost per wagon-mile result 
ing from whether wagons can be worked . 


in large train loads over long distances, 
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and at speed, or in contrary circum- 
stances. 

"(5) Differences due to high terminal costs, 
such as shunting, clerical or other cost 
which arise per ton consigned or wagon 
dispatched. 

"(6) Differences between peak and off-peak 
times, and between one direction and 
another. 


"If the substantial differentials in charges, 


Justified by these outstanding cost factors, were applied 
much would have been accomplished.” (Ponsonby ,op.cit.|p.43¢ 
"While the profusion of exceptional rates 
makes any general conclusion difficult to draw it is 
to be doubted whether rates charged on rail freight 

traffic fully reflect the wide variation which 
exists in the costs incurred in the moving of differ} 
ent types of freight. It would appear -- as with 
passenger traffic -- that traffics which are long- 
distance, fast and regular subsidize traffics which 


are short distance, slow and irregular. Also larger 


consignments which are easily loaded subsidize 
small parcels and traffics, such as agricultural 
machinery, which are difficult to load. While this 
situation remains it is difficult to see how 
different forms of transport can be co-ordinated, 
or integrated, on an economic basis, i.e. .on a 
basis which required transport services to be 


provided at least possible cost to the community." 
(A.M.Milne, The Economics of Inland Transport. 
London: Pitman, 1955, pp. 153-154.) 
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To So much for the problem of the identifica- 
tion of variable costs which should be reflected in the 
vacious charges for railway service. It is submitted 
that these out-of-pocket costs determine the minimum 
charges below which rates would not be allowed to 

fall. 

Recovery of Overhead Costs 

79. Even though there may be great refinements 

in traffic costing over the next few years, there will 
still be a sum of unallocated costs, or overheals, 
which cannot be identified with particular traffic. The 
overheads are:- 

(a) Fixed costs occurring because the 
very long run, rather than a two-or three- 
year period, is not taken for costing 
purposes. 

(ob) Common costs, which cannot be assigned to 
passengers or freight; e.g., signalling 
costs on a jointly used line. 

(c) Joint costs arising Pentex of unbalanced 
movements of traffic, such as an empty 
return journey. 

(This is the most usual type of joint 
cost arising in transportation though by 
no means the only one. There is the 
joint cost arising out of the journey 
between two intermediate points in 4 
whole train journey. There is the 


joint cost of hauling empty cars and of 
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the waiting time between journeys. 
Staff, either operating or administrative 
also incurs joint costs, and usually 
common costs also. The very term 
"Joint" cost means that these sums, which 
are over and above the out-of-pocket 
costs directly associated with the traffid, 
cannot be allocated except arbitrarily. 
The problem diminishes in magnitude, 
however, with an increase in the output 
unit and over time.) 

80. The following methods of distribution for 

overheads have been suggested, among others, from 

time to time:- 

(a) Distribution according to the output per- 
formed; e.g., on the basis of ton-miles,tons 
carried, passengers boarded, etc. This mathod 
has disadvantages. If the distribution wezle 


on a ton-mile basis, the overheads wovld be 
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borne mainly by heavy commodities, as these 
provide the greatest tonnage and often have 
the longest hauls. Showd distribution be on 
a ton or a passenger basis, this would burden 
the short-haul traffic as these are the majority 
of movements. For example, there are many 
more passengers travelling between Toronto 
and Hamilton than between Toronto and 
Vancouver, hence such a system would place 
most of the overhead burden on the former 
haul as the mileage would be ignored. 

(b) Distribution of the overhead by a standard 
mark-up of the out-of-pocket cost incurred; 
e.g., by a 10-per-cent addition. This was the 
method suggested by counsel in the Western 
Rates Case, where "the Board was urged to 
base rates on cost plus an additional per- 
centage for proper overhead or capital charges. 
(Henry,op.cit.,p.248.) The method has disadvantages. 
For instance, a mark-up of, say, $2 tc over- 
heads may actually, in the aggregate, produce 
less revenue than a mark-up of $1 because 
the latter may attract a much greater volume 


of traffic. Rates, and the contribution to 


») 


overhead, can only be judged with reference 
to the tonnage which is being moved. Over- 
head allocation according to a percentage or 
mark-up formula is far too inflexible for prac- 


tical rate-making purposes. 
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(c) Distribution according to the value of service, 
or the refinement of charging what the traffic 
will bear. This method has advantages if it ils 
not abused. The railways benefit in that the 
contributions to overheads are maximized. 

It enables some service to be sold at low 
rates, and thus the high-rated traffic obtains 
lower rates than would otherwise be possible. 
It also has the advantage that the recovery is 
based on consumer demand; that is, by "not 
charging what the traffic will not bear" and 
by charging no less than the amount cus- 
tomers are willing to pay. 
ol. The method is infinitely superior, on all 
counts, to the other two. It does not unduly Nema 
any class of traffic more than that traffic can bear, 
providing that the traffic is not captive to the rail- 
ways. It does not necessarily burden short-haul as 
against long-haul traffic or vice versa, or bulky com- 
modities as against good loading traffic. It is flexible 
in that when economic conditions change then the 
contribution to overhead can be changed. It induces 
traffic to move in the greatest quantities as against 
a flat or percentage addition to out-of-pocket costs. 
82. The method of recovery according to what the 
traffic will bear has found favour with many authori- 
ties, some of whom may be quoted:- 
Mr. W. G. Scott:- 
". . . common and joint costs, like fixed costs 


"must be recovered on the basis of the demand fdr 
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"the service rather than the cost of the servide.” 


1 
(In J.C. Lessard, "Transportation in Canada," 
2 Royal Commission on Canada's Economic hides Sg, 
: Ottawa, 1956, p. 155.) 
‘ Mr. F. K. Edwards, former chief of the Cost Section, 
, L.0,6e 
F "The problem is analogous to that of the steer 
7 which the American Meat Institute has been wide- 
3 ly portraying lately in national news weeklies. If 
. a steer costs $25.80 on the hoof (25.8 cents 1b.), 
10 then why, it is asked, should porterhouse steak sel 
1 for $1, hamburger for 42 cents and hide and hair 
12 for something very ewe! less. The problem is one 
13 of joint costs. The cost of the whole can furnish 
14 no meaningful figure either as to the cost of the 
15 parts or market prices on the parts. 
16 "The answer, of course, lies in the intensity af 
17 the consumer demand for each product. This, and 
18 this alone, provides the test of what it takes to at- 


tract each class of consumer and to clear the mar- 
ket of the respective products and by-products. 

A fully distributed statistical cost of 25.8 cents per 
pound applied ‘across the board! would receive 

scant attention in the market place by either buy- 
ers or sellers. The most that can be said for the 
hypothetical 'full cost! figure is that it is a point of 


departure." ("Transportation Costs, Value-of-service land 


Freight Rates," I.C.C. Practitioners! Journal, March 
1954, p.496(quoted in Lessard, op.cit., p. 157). 
Mr.David Blee, Commercial Manager, British Transport Commissjion:. 


"Tt is a basic essential from the Commission's 


point of view that they should not be forced into 
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1 

‘ a decision of having to carry traffic at less than ifts 
¢ direet-cost <9 4 

‘4 "  , . The general charging policy of the Com- 

¢ mission, if this sort of scheme were approved and 

é in operation, would be... that its rates 

4 should all be such as at least to cover the direct 

8 costs of the transport of the consignment con- 

9 cerned with a reasonable and proper contribution 

10 towards indirect costs according to the market, 

1 competition, and many other associated commercial con- 


siderations."(Transport Tribunal,B.T.C. (Railway Merchan- 
dise)Charges Scheme,1955. Minutes of Evidence,1786, 
pp.148-150, quoted by Sargent,op.cit.p.64. ) 

Mr. A.W.Tait,former Director of Costings, British Commission: 

"The general framework of the financial policy 

for actual charges under maximum powers will be 
that charges for groups of traffics, at any rate, 
should in general cover the direct costs of oper- 
ation, as we define them, and make such contri- 
bution towards indirect costs as can be got, subject 
to the administrative control of both charges and 
operations, to ensure that the total indirect costs 


are covered .. . The indirect costs would be 


allocated according to the market to the various 


traffies. (Ibid, p.64.) 
Mr. Dudley Pegrum, Professor of Economics, U.C.L.A.:- 
"Costs must also be considered from the stand- 
point of their traceability to output. Some costs 
cannot be traced directly to output. To put it 


another way, responsibility for the incurring of 
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some costs cannot be race directly and indi- 
vidually on the resulting products. These costs 
are what economists call joint and common costs. 
When such costs are incurred, they will have to 

be recovered on whatever basis the market will 
permit. The directly traceable costs will set the 


minimum for each of the resulting products and 


each should be sold at that price if nothing more eat © 

obtained." (Dudley F.Pegrum, "The Special Problem o: 

Inter-agenecy Competition in Transport," I.C.C. 

Practitioners! Journal, December, 1956, p. 311.) 
Mr. G. Lloyd Wilson (late), Professor of Transportation, 
University of Pennsylvania:- 

"It is suggested, as a practical matter, that fi 
and variable costs be allocated among these ser- 
vices as accurately and completely as available 
cost data permit. The balance of the joint costs 
should be distributed according to demand for the 
respective services ... 

", . . it is suggested that the railroads take 
the following steps to assert their inherent advan- 
cages and competitive rights:- 

"1. Study the costs of performing transporta- 
tion services of various types, in differer 
quantity units, in different levels of vol 
of traffic, in different areas, and in iin 
branch line services. 

"2, Determine, within the limitations sug- 
gested, the allocation of costs, inclu- 


ding joint costs. 


"3, Estimate the elasticity of demand for 
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freight and passenger services of the types 
: they wish to offer. 

; "tN, Price their transportation services withi 
: the zone of reasonableness, with out-of- 

: pocket costs as minimum rates, and the 

: value of service or what the traffic will bear 
as maximum. 

; "5, Price the services produced under con- 

2 ditions of joint rates within the zone of 
1 reasonableness at the points determined by 
if the demand for the services." (G. Lloyd 

‘f Wilson, “Inherent Advantages - Summary and 
i Conclusions", in Essays on Inherent 

if: Advantages of Railway Service, New York: 
6 Simmons-Boardman Publishing Corporation, 

ir 1954, p. 44.) 

i 83. Though the recovery of overhead costs accord- 
19 ing to what the traffic will bear is sound in that it 

20 equates rates with the demand for service and at the 

01 same time maximizes railway receipts on each type 

22 of traffic, there is the prebability that unreasonably 

93 high rates would be charged on captive traffic. In 


the absence of competition there is the danger that 
this traffic would be asked to bear a disproportionate 
share of the general overhead burden. This would 
clearly be contrary to the national interest, as was 
pointed out in the Report of the Royal Commission on 
Agreed Charges:- 


"It may be urged that the solution to a situatign 
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such as this (the capture of high rated traf- 
fic by trucks) would be the raising of the rail rate 
at the lower end of the scale, that is, upon such 
low-value commodities such as coal, gravel and 
other basic raw materials. It is doubtful that such 
a proposal would meet any degree of acceptance, 
or that it would be of benefit to the railways or to 
the country at large. It seems desirable that the 
maintenance of low railway rates on low-value 
traffic in the non-competitive field should be a 
prime requirement of the rate structure." (Report 
of the Royal Commission a Agreed Charges, Ottawa, 
1955, wiser» } 
84. That captive traffic should receive special pro 
tection against unduly high rates is recognized by 
Professor Meyer: - 
". . . the previous recommendation of a general 
relaxation in rate regulation should not ae 
to the carriage of these non-competitive rail 
bulk commodities and the power to limit maxi- 
mum rail rates in such cases must be retained by 


regulatory agencies. In actuality, moreover, some 


rail rates in these sectors may be ur justifiably high 
today." (John R. Meyer, et al., The Economics of 
Competition in the Transportion Industries. Cambridge): 
Harvard University Press, 1959, p. 248.) 
It is suggested, then, that although what the traffic 
will bear is a sound rate-making principle for the 


recovery of overheads, it is likely to result in unduly 
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high rates for captive traffic. As Meyer suggests, 
maximum rate controls should be retained for this 
class of traffic. Again, recourse is made to cost-of 
service rate-making, and it is submitted that maxi- 
mum rates for captive traffic be no more than the 
Sully allocated costs of moving such traffic. 
85. The rate-~making proposals put forward so far 
have, therefore, three essential ingredients: - 
(a) Minimum rates for all traffic should be no 
lower than long-run out-of-pocket costs, 
(o) Maximum rates should be published for cap- 
tive traffic, and such rates should be no 
higher than fully allocated costs. 
(c) Above the minima (subject to the maxima 
for captive traffic), recovery of overheads 
should be related to what the traffic will bear. 
86. Problems immediately arise from these pro- 
posals, the main ones arising out of equalization of 
class and commodity mileage rates and the require- 
ment that a railway may have to furnish evidence 
that competitive rates are no lower than necessary to 
meet competition. Anotner problem which may be 
mentioned is that any cost-oriented price structure 
does not have as its goal the preservation of long- 
established market relationships between various 
Shippers. The preservation of such relationships is, 
nevertheless, of vital concern to many shippers, and 
this is not overlooked. It is obvious, however, that 


often market relationships cannot be preserved by 
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railway rates as the market position of one shipper 
: vis-a-vis others is often set by the railway's competi- 
: tors. Where such relationships are within the con- 
: trol of the railways, there is nothing in these rate- 
; making proposals which would take away their power 
to continue preservation, as long as rates fell within 
: specified minima-maxima. This applies also to 
a present rate grouping. These will be dealt with in 

turn. 
10 
re Equalization 
o ee The equalization of rates implies the differ- 
13 ences in costs are not recognized in the rate scales. 
‘a The difficulties which arise for railways when this is 
15 not allowed to happen are pin-pointed in the Lessard 
16 Report: - 
: "A second way in which railway rates have 
18 reflected national considerations is by charging the 
19 same rate on all lines regardless of any differences 
20 in costs which may exist. In this way railway 
1 rates have promoted the development of many 
29 remote areas, as well as a uniform growth of the 
73 country's economy inasmuch as light traffic lines 
04 have enjoyed the same rates as heavy density lines. 
25 "The C.N.R. submission to the Royal Com- 
%6 mission on Transportation, 1951, indicated that 
7 about 25 per cent of mileage failed to contribute 
28 anything to overhead costs while an additional 30 
29 per cent was considered to be marginal. There- 


30 fore, virtually all of their overhead costs appear 


i 


. 


waagitin smo. %e nolétecg Fexttea anid: 


- -btegmon etyottax ede 5 id dee Aes te al 


~xoo ong py rere Bat rdenot tater siowe. oct. 
oe 


“aime. s20dd ok hited i et ovens .evenEion only 


ieee 


Tewog sited? yews) .o2 tot ‘piwew to hetw. etenogors gate | 
us ae 


v7, j : . Ue? ; Bs ' A My i ily } 
a aidttiinw Ife? gecet as. got 8S Sontsvisebag: euntsnoo bt 


ae 
He. 


mit. 


. ies t is te rma N J ae x 
at i od ale soilqys aay Amt tem emteka parts atl 


ane ; hr } a t mi ’ ; 
tf nk cttw wiseb od Lita seat? sanbqvory eet snsesrq | Au 


| a vo t a 88 3 sf Leap 
ut ~SO1LILb odd aet£oml aodan: to sional a ve | 
| “yeefape 98s suet cb bextegenen. tom ons. adac oo at abiatanglt 
al atdd cosy eyewllex set @eabis: dotdw aoiaiuot itp ont 
at botnked-ntq ous nsuqed of bewolls ton 
~:d20qoR - 

~oved aodet yewlies cote at yew briooen, A” 
Sift ants west ae! uf anottewebtenos Lenotven.b stoolies 


FP . il a ae a a] ly Pe pk eee nn ae ae wh cide 
Hegona tet ih yas: to sas [btages somtl ifs ae exits siti 


Py ae Fae a ee, 2 yP ot dias ™ Pay aa) 
SOS 10 DOWOLS MIO LIAL 6 28 Lew 86 . Beets ates 


Parr t SS tiers Fils i t Bs Pt ommasank ymomess bal “ysdaes | i i , ; 
| JEN ours wait bevotie eved 
-#00, Levon sad) ov) notead nile SAMO) oR aa 
Bec bedieot bru (LAOE Hoiteteqaned im sotegta 
Sand teanda ot betta? sasekimn Yo. dnoo. oq call seeds | 


: Dad iy, 7 
sal Get Ldtbbe 8 eee ation ‘boadeave oF 6 . 


| Otte teateten of oo anes 


2 , Lin teas 
ae 89n00, baaduey sate iad aii 
2 Bare ie lg ae 
; pa A yi oe ere wv 
oO ee 1h cage Se 


~ if 


Nocera 13386 
to be recovered from the remaining 45 per cent of 
operations. 

"This characteristic of the railway rate strue 
ture requires vigetrna Minas to recover a high pro- 
portion of overhead costs from high density lines 
where costs are low, and is in effect a further 
application of the principle of internal subsidiza- 
tion. This situation does not prevail to the same 
extent for pipelines, water carriers, airlines and 
motor carriers. 


"A third way in which the railway rate structure 


i 


has been affected by national policy considerations 
has to do with the equalization of class rates. 
Over the years there have been variations in 
regicnal railway class rates reflecting differences 
in railway costs of operation or demand for rail- 
way services. Such considerations no longer have 
any application to patie rates as a uniform class 
rate structure is applicable to the whole of Canada 
with the exception of the Maritime Provinces. 

such losses as may be incurred in any one region 
because of higher operating costs must therefore 

be recovered from profits in other regions, and if 
in the process certain railway rates have to be 
maintained at an artificially high level, traffic 
thereunder must become progressively more vul- 
nerable to competitive carriers which have no 
obligation to adopt a similar type of charging. 


"Also in the interest of a uniform development 
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of the country, special assistancemay have to be 
given to remote areas in the form of reduced 
transportation costs. Nevertheless these objec- 
tives, however desirable they may be, are becom- 
ing more and more difficult to achieve through 
railway rates, owing to the loss of the monopoly 
position of the railways over much of the nation's 
traffic. Further attempts to do so can only result 
in a progressive weakening of the railways! abilit; 
to compete effectively with other carriers. Rail- 
way internal Dae pe ne as an instrument of 
national policy is no longer appropriate to today's 
competitive transportation conditions. Some 
alternative method will have to be found to achieve 
this objective if the railways are to adjust them- 
selves effectively to the new competitive conditions 
and if equality of competitive opportunity for each 
carrier is to be meaningful. (Lessard, ep. cit. 
pp. 89,6912) 
88. Value of commodity pricing was shown to be 
inefficient as it divorced prices from costs, one of the 
criticisms being that competitors take away the high- 
valued commodities, leaving the railways with —ow- 
valued traffic. Exactly the same process occurs 
when the railway does not allow variations in route 
eosts to be reflected in rates. On routes where sail 
costs are high but rates low, traffic is attracted froin 
relatively low-cost competitors, thus leading to eco- 
nomic waste. On the other hand, the railway will 


lose traffic on routes when rates are high but costs 
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are low. It is essential, if this result is to be avoide 


that variations in route costs be reflected in rates, 
cou.crary to the principle embodied in equalization. 
As Mr. MacDonald says:- 

"From the economic standpoint there is no 
greater fallacy than the notion that freight rates 
per ton or per mile should everywhere be equal." 
(James A. MacDonald, "Technological and Economic 


Hy 


'Advantages,'" Essays on "Inherent Advantages" of 
Railway Service, op. cit.,p. 23.) 
89. Railways, by equalization, are forced to aver-~ 
age their costs over remunerative and unremunerative 
routes, which has the effect of making rates above 
costs on some sectors. Motor for-hire and private 
carriers are then able to profit by concentrating on 
rail low-cost high-rated traffic. Differential rates, 
reflecting differences in costs between routes, would 
rectify the situation and enable the railways to assert 
their competitive strength;. 
90. As equalization results in identical rates, 
wnaether costs are high or low, the principle is not 
consistent with cost-related rate-making. While it is 
believed that in a monopoly era in which traffic costv- 
ing was unsophisticated equalization had its uses, in 
competitive conditions equalization only results, 
through cross-subsidization, in the loss of low-cost 
and the attraction of high-cost traffic. 
Ol. Professor Gilbert Walker criticized a similar 


situation in England when advocating a cost-oriented 
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rate structure some years ago:- 

; "But whatever may be the case between one 

: class and another, and between consignments of 

: different sizes, it is quite clear that the cost of 

z carrying the same class of goods will vary between 

: very wide limits indeed as between one route and 

: another and between one pair of stations and an- 

5 other. With the one schedule of standard charges 
10 applicable throughout the country there is no pos- 
rr sibility of a concession in favour of routes which, 
12 for one reason or another, are cheap to work per 

13 ton-mile of traffic conveyed nor of discrimination 
14 against routes which for other reasons are ex-~- 

15 pensive. With the element in the rate for services 
16 at terminals varying only with the class of goods 
7 there can be no concession on traffic shipped 

18 through stations where handling costs are low, nor 
19 discrimination against traffic shipped through sta- 
20 tions where handling costs a ton are high. 
O41 "But whatever the class of goods, and whatever 
72 the distance, the costs a ton-mile for trainloacs 


shipped along the main line without stop between 

railheads will be low; the costs a ton-mile in 

broken trainloads to intermediate stations wilt be 
high, and costs a ton-mile in small and occasional 
consignments along branch lines higher still. Ye° 
the schedule of standard and exceptional rates ap- 
plies the same diha a ton-mile at the same distance 


when rendered in respect of the same class of 
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goods. (Gilbert Walker, Transport Policy before 
and after 1953." Oxford Economic Papers, 
P N.S., 1953, pp. 95, 96.) 
Rates No Lower than Necessary to Meet Competition 
92. Cost-oriented rate-making is impossible if 
: rates are to have more regard for the costs of a com- 
. petitor rather than of the railway itself. It would be 
- in the interests of the railway and its customers if 
e rates were allowed to go even lower than this if the 
iu net revenue of the railway is thereby increased. Net 
12 receipts could be increased by reducing the rate, 
13 thereby attracting additional traffic and obtaining 
14 fuller plant utilization. Professor Dudley Pegrum sup- 
15 ports this view:- 
16 "One further point with regard for differential 
7 _ pricing should be noted. Differential pricing shoul 
18 not be limited merely to what is necessary to meet 
19 the competition of the carrier of a rival agency. 
20 It will be to the interest of the carrier seeking to 
11 obtain the traffic, and te the public, for prices te 
92 go even lower than those necessary to meet the 
93 competition if the net revenue of the proposing 
94 carrier is increasec as a result of the generaticn af 
25 additional traffic that will make for a fuller utililce- 
6 tion of the carrier's plant. It is not in the interes’ 
27 of sound public policy and effective intermode 
28 competition to require that the moving carrier prov: 
29 that it is justifiably meeting competition, not 


30 creating it. If, as a result of rate reductions, a 
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carrier is able to improve its net revenue position 
it should be permitted to make such reductions 
even though this takes traffic from a rival mode. 
If competition is to be effective, carriers must be 
permitted to create competition, not compelled to 
be passive respondents to the initiative of others. 
(Pegrum, "Do We Have a New Rule of Rate Making," 
Obs. 616s 4n0s 54, )) 
93. As competition gathers momentum in the years 
ahead, it should be made easier for railways to take 
advantage of their low costs where they occur. 
It may be, for example, that a rate one day is con- 
tributing to overheads by a good margin, but the 
next day an unregulated carrier quotes a somewhat lower 
rate and clears the traffic. If the railways desire, 
they should not be hindered in quoting an even lower 
rate than their competitors in order to regain traffic, 
subject to the proviso that the new rates are above 
out-of-pocket costs. (It may be questioned that if a 
railway was maximizing receipts at the rate before 
competition, how could it now maximize receipts at a 
rate lower than necessary to meet the competition? Put 
another way, whoy should a railway wish to have rates 
lower tnan necessary to meet competition as rates that 
met the competition would surely maximize receipts? it 
is improbable that rates which met ae pias ce cet 
also maximize receipts as the demand curve for railway 
transportation is likely to have changed both its 


position and its elasticity. Even if marginal costs are 
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constant at any level of traffic, the new maximizing 
rate may well be considerably below the "competition 
meeting" rate. 

o4, Even though the railways may have low out- 
of-pocket costs relative to competitors, this submis- 
sion does not ask that rates set because of competition 
be allowed to move right down to out-of-pocket 

cost levels. This is for two related reasons. In the 
first place, destructive competition could result by 
so-called predatory pricing by railways. The motor- 
carrier industry in Canada is in no position to stand 
any railway onslaught of selective price-cutting, and 
the loss of even one route by a motor carrier could 
have serious consequences for his entire business and 
body of customers. In the second place, captive 
shippers would suffer should rates move down to 
out-of-pocket cost levels, or even to levels where suf- 
ficient contribution to overheads was not forthcoming. 
95. The question immediately arises as to what 


contribution to overheads is required from competi- 


ct 
Fede 


ve rates. It is often argued that any contribution is 
advantageous for all traffic, as the contribution mads 
by captive traffic is thereby lessened. This is true, 
but the position for the captive traffic coulda he much 
petter than this in having the margin over out-of- 
pocket costs as great as possible. This does not neces- 
sarily mean that the rate should be as high as possible, 
of course, as a rate of $5 moving 10,000 tons will 


bring in less contribution to overhead than a rate of 
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$2 moving 30,000 tons. It is urged, therefore, that 
rates should be allowed to go lower than necessary to 
mect competition, but only to the level which will 
maximize the railways' receipts on a particular class 
of traffic. 

96. The administration of a rule designed to 
prevent rates from going below those necessary to meet 
competition is, in any case, extremely difficult. It is 
not clear whether the term "meet" means to share 

the traffic with competitors or to eliminate competi- 
tion. (Royal Commission on Transportation, 1951. 
Transcript of Evidence, Vol. 61, pp. 11526, 11538, 11539 
Even if sharing of the traffic is intended, a small erro 
could quite unintentionally eliminate trucking com- 
petitors who, typically, do not have large resources. 
Does "competition" mean contract and privately 

owned transportation or the common carriers? The 
difficulties of regulators in ascertaining rates, 

let alone costs, for any of these media cannot be 
underestimated. Presumably service competition 

also has to be taken into account and this must 

involve a degree of judgment. 

97. Presently there is nothing in Federal regula- 
tion that can prevent a trucking firm from further 


reducing a rate after the Board of Transport Com- 


missioners has permitted railways to lower rates to the lev 


necessary to meet competition. 
summary 


98. To summarize, out-of-pocket costs, synonymous 
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with average variable costs in this submission, 

are accepted as the relevant costs for minimum rates. 
Thc identification of such costs presents problems 
which diminish as the time period lengthens. Hence 

the time period of two or three years is suggested for 
cost studies, a period which is long enough to average 
out normal fluctuations in railway business. Costs 

are seen to vary with route, terminal facts, empty car 
movements, loadability as well as with weight and 
distance, hence rates should reflect these differences. 
99. The best way to recover overhead costs is by 
differential charging according to what the traffic will 
bear. This method maximizes receipts and traffic 

but leaves captive traffic open to exploitation. This 
being the case,it is suggested that maximum rates 

for captive traffic be limited to fully allocated costs. 
For other traffic, competition would provide an 
automatic ceiling rate. Cost-of-service rate-making 

is not consistent with equalized rates or with the 


possibility thet rates go no lower than necessary to 


‘Ss 


pe 


meet eompetition. These present practices lead to 


the loss of revenue and are neither beneficial to rail- 


ways or their customers. 
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Chapter 8 
Proposals for a new Rate Structure 

100.. Outline proposals for a new railway rate 
structure are suggested in order that rates may have 
due regard for 2 dave (Professor Clark had a somewhat 
similar cost of: service structure in mind when he. 
wrote: - | 

"The rate system (cost of service principle) is 
naturally confined to certain objective facts or 
criteria on which rates and rate differences are based. 
The first is governed by the classification. Different 
commodities may receive different rates, or the same 
commodity may receive different treatment eccording 
to the way in which it is packed and shipped. Here 
it is possible to take account of the special costs 
of loading and unloading, special care required in 
handling, risk of damage, and percentage of car 
capacity which the traffic utilizes. This last 
could be fairly well taken account of by a uniform 
haulage charge of so much per gross ton-mile, since 
traffic which uses only a small part of the capacity 
of the cars or which forces the read to haul cars | 
hack empty, would be charged accordingly, and each 
tonemile charged against it for hauling the empty 
Car. 

"Secondly the size of shipment. Differentiation 
on this ground is severely limited in the United States, 
under a long-established ruling of the Interstate 
Commerce Commission, fscognizing the difference 
petween carload and less-than-carload shipments, 
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"The third objective fact on which rates hinge 
is the origin and destination of the shipment, 
and the distance covered. Here it is possible to 
mike rates according to distance, vaekati on a 
uniform mileage basis or on a tapering scale, or 
by zones of differing widths. Such scales might 
be used in various ways, as minima or maxima, or 
POON... « 

"Tt is impossible here to go into all the 
conditions affecting cost of service. These would 
inelude special types of cars, special loading 
equipment, expensive bridges and other structures, 
differences in topography, etc. All these would 
justify wide variations in charges." (John Maurice 
Clark, Studies in the Economics of Overhead Costs. 
Chicago: University of Chicago Press, 1923, pp. 
290-293). | 

The basis of the structure would be four 
types of rate sche dule :- 


(a) Minimum rate schedules for all ¢arloada 


(pb) Meximum rate schedules for all carload 
Yeaptbivre’)» traffic. 

(cj Schedules of actual rates for less-thar:- 
Carloadytraif Le. 

(d) Passenger fares to be incorporated irtc 


Carload Minimum Rate Schedules. 


101. The schedules should: be based on long-27un 
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out-of-pocket costs as previously defined. The 
foundation for these minimum rate sehedules would 

be a classification of all carload merchandise, 

but cost Paccore would be the only criteria to be 
considered when assigning goods to various classes. 
The primary factors giving rise to cost differences 
between the carriage of classes of merchandise would 
be:- 

(a) Loadability. 

(b ) Perishability. 

(c) Loading possibilities with other articles. 

(d) Type of rail car normally used in hauling 

the commodity. 

(e) Susceptibility to damage. 

In this classification, weight would also be taken into 
c onsideration. 

102. The minimum weight for carloads should be 
specified (possibly starting at truckload quantities), 
md greater weights up to full carload lots. For each 
weight a rating would be assigned according to the 
percentage cost relationship of each weight to the 
cost of the full carload weight. For example, it mignt 
cost 50 per cent more per 100 pounds to haul a car- 
load of 30,000 pounds as it would a carload of 50,009 
pounds. If so, the smaller quantity would have a 
rating of 100 if the heavier carload rating.were. 50. 
The resulting classification would look very much 
like the present one, but with additional columns to 
give incentives for heavier car loadings, for 
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CARLOAD CLASSIFICATION 


| Rating _ 


Article : 
| 
| 30, 000 40,000 50,000 60,000 100,000 
| ie 1b. te is 


| 100 SO 70 50 30 


103. The tariffs also would be constructed very 
much like those of today. In the tariffs, consideration 
would be given to the rating, auceabc ah ean ox 
Germinal handling, and route costs, these being the 
main elements of cost (apart from weight) in railway 
operation. For example, the tariff would give 
the distance rate per 100 pounds for each rating for 
distance blocks. Superimposed on this would be 

arbitrary differentials to give effect to variations 
in terminal handling costs, switching costs, and routes 


normally employed, for example:- 


DISTANCE FACTOR 


Distance 
(Miles ) Rating 


100-199 20 18 16 14 12 
200-299 raft 19 Ast; ay L3 
ARBITRARIES 
Terminal Group Route Group ee 
A B C D A B C D 
“"'S per ceriosd = "= = =, @ per TOO lbs. 
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104. A minimum rate would be found by 
addition. For example, a minimum rate for 50,000 lbs. 
of article X shipped 100 miles through two Group A 
terminals over Route B: 
Rating 70 
Distance rate 16¢ 
Route arbitrary__2¢ 


Total rate per 100 
Tae coe 


Plus terminal arbitrary (x2) $80 per carload. 


Total minimum charge for carload of 50,000 lbs. $170. 


1059 The terminal arbitrary would be assessed 
by the costing of traffic: through a sample of terminals, the 
samples being constructed so as to include all the 
major ones. It is realized that each commodity does 
not cost the same per 100 pounds to handle, but such 
differences between commodities would be taken care 
of in the classification ratings. Differences between 
terminals, however, would be reflected in the 
arbitraries. (It is also realized that one commodity 
may cost more to handle through one terminal than 
through another, but instances where large differences 
occur would probably be rare and could be ignored for 


the sake of simplicity.) Terminals falling within 


certain broad ranges of cost would be grouped 
together and designated A, B, ©, etc. A listing ane 
grouping of terminals would, of course, be necessary. 
(Intermediate and interline switching is considered 


to be part of line-haul costs.) 
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106. The route arbitrary is intended to adjust 
rates for differences encountered in line-haul costs 
between various routes as compared with the lowest- 
cost routes. Hence, Group A routes are low cost 
while traffic moving on Group D would incur out-of- 
pocket costs of 6 cents per 100 pounds more. There 
is no reason to think that line-haul» costs vary 
between commodities, and so there would be no need for 
refinement. 

aO7 ¢ The route arbitrary poses some difficultias. 
For example, what is a route? A routé is logically 
the originating point to the destination, but it would 
clearly be impossible to list all possible routes. It 
would not be impossible, however, to segregate costs 
for purely main-line traffic. This, presumably having 
high-density low-cost characteristics, would go into 
Group A. (A table of main-line stations is 
visualized showing main-line origins on one axis 
and destinations on the other. If it is necessary to 
exclude some hauls from Group A because, say, of low 
dene pen in one direction, this could easily de 
indicated. Greater than normal empty factors 
could similerly be penalized, ) For other Graific 
rough grouping would have to suffice; for example, 
traffic having 80 per cent of the mileage from origtn 
to destination on main lines would take Group A 
arbitraries. If only 60 per cent of the haul was on 
main lines, the group would be B, if 40 per cent 
Group C, etc. Alternatively, the main-line haul 


could be taken as Group A and the balance assigned 
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on a railway division basis. For example, if 50 per 
cent of the haul were on a main-line route, the rest of 
the haul being in, say Calgary Division, which may 
be in Group B, an arbitrary of 1 cent per 100 pounds 
would be part of the total rate, patae 5O per cent 
of the Group B arbitrary. 
TOO A further problem is immediately apm rent 
As distance has an effect on costs, oe ee ae 
or maximum rate schedules for competing routes, 
regardless of length, would not be possible if these 
proposals were adopted. Circuitous routes taking 
identical rates are suspect from the economic point 
-of view, as Professor Williams points out:- 
"The aspirations of circuitous routes to 
share in the traffic, within certain defined 
limits, are gratified in the great majority of 
instances. As a result, depressed competitive 
rates which may produce tolerably satisfactory 
earnings over direct routes are extended to 
longer routes, roughly until a minimum 
reasonable basis is reached over the longest 
routes for which relief is granted. Such 
traffic as may be held or diverted fron moto 
carriers by the reduced rates is thus dispersec 
over a variety of routes, some more economical 
than others, srerette teas variety of net 
revenues over the several routes and a tote. 
net to the participating routes which is 
ungie'st tonaby less than would result from 


the concentration of traffic ovelp., 2 few 
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1 

2 

3 v of the more direct routes”. (Ernest W. William 

4 Jr., The Regulation of Rail-Motor Competition. 

P New York: Harper & Brothers, 1958, p. 103). 

6 109, This situation, although descriptive of 

7 the United States, has truth in it when applied to 

8 Canada, @ven though we do not have the multiplicity of 

9 possible routings. ‘re rates jon the circuitous 
routes are the same as on the short-line haul, 

os transportation is more expensive than it need be by 

i virtue of the high-cost carrier being assured some 

12 business. As Professor James Nelson writes:- 

13 "The railroad industry is at its best, 

14 relative to trucks, when it is providing 

15 Wholesale transportation. Dispersion or 

16 routing pushes the railroads toward retail 

7 transportation, and tends rs dissipate the 

18 greatest economic advantage the railroads 

possess." (James R. Nelson, Official 
19 | 


Proceedings of the New York Railroad Club, Inc. 
January, 1959, p. 21)5 


14. Under the cost-of-service scheme as 
proposed, railways would be free to quote the same rate 
for circuitous routes as for short-line mileages, 
providing that the rates came within the minima/maxima. 
The only practical effect would be that the mimimum,’ 
maximum schedules would be different for each route, 07 
for competitive reasons the railways may, nevertheless, 
wish to quote the same rate based on the short-line 


mileage. 
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eaciped Maximum Rate Schedules. 

alls It is suggested that maximum rate 
schedules be drawn up for captive traffic. Captive 
traffic is defined as. traffic for which there is no 
reasonable competition other than rail. This would 
include carload movements now taking place at non- 
competitive commodity and class rates as well as 
traffic for which the only competition was another 


railway. 


bate As competition grows in the transportaticr: 


industry, the only changes would be from captive tec 
non-captive classes, rather than vice versa. As traffi 
became non-competitive, the maximum tariffs would 
automatically become paper rates as rates were pressed 
down. If the railways wished to cancel the maximum 
rate schedules, however, they should have to apply 

to the Board. The grounds for application would be 
that reasonable competition had commenced for the 
traffic. The railways should, of course, have to show 


7 


that the competition was not sporadic and that the 


competitive rates were rates which actually moved the 
traffic in some volume. 

4 43 4 PN Rae 1d any ein? eases ete aN EN ER fv Ch ey es aS 

als uy © OLlLoOY to EM eB snipper 9 pane auc $ it. Ww... Sis 
of shippers, wish to have any traffic class a 


captive trarfic instead of non-captive traffic in 
order to obtain a maximum rate schedule, 4 Sin lax 
application to the Board would have to be mace, 
Showing, among other things, that there was no 


reasonable competition other than rail. 


114. In order that there be some relation to 
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costs in the schedules, it is suggested that the 
maximum rate schedules be the fully distributed costs 
as far as could be ascertained. The method used by 
the railways to obtain total cost for statutory grain 
movements would be satisfactory. (This standard of 
maximum rates muy bequestioned. If captive traffic 
is to be carried at no more than fully distributed costa, 
how can the railways carry competitive traffic at less 
than full costs? The question may be answered by 
asking others: What would the railways do if the 
captive traffic dwindled to nothing because of 
increasing competition over the next decade or so? 
Non-regulated competitive businesses in other fields 
can manage quite well without a corral of captive 
customers to bear disproportionate overheads and no 
one could reasonably expect captive traffic - a 
smaller and smaller proportion of total freight traffic 
each year - to carry the overhead burden for competitiv 
freight. As an increasing amount of non-competitive 
traffic becomes subject to competition, the railways 
Will not be able to rely on recovering overheads 
from this source in the future. It may be pointed 
out that much competitive traffic now has rates above 
fukiy..distributed cost; the excent to which this is 
possible depends on the cost level of the competitors, 


~ 


for example:- 
Rail Road 


Full cost 50¢ per 100 lb. 55¢ per 100 ib. 
Rate 55¢ per 100 lb. 55¢ per 100 lb. 
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LIS. The classification and tariffs for 
maximum rates could follow the same form as for 
minimum rates. It would not be too difficult to combine 
minima/maxima into one table. 

Less-than-carload Schedules. 

116. With respect to L.C.L. traffic, it is 
suggested that actual rate schedules be drawn up 
by the railways and filed with the Board of Transport 
Commissioners. The classification ratings should 
have cost considerations built into them in the same 
way as the minimum rate classifications. The distance 
factor would also be the same. To make for simplicity, 
however, arbitraries for switching, terminal costs, 
and route could be consolidated. The British Charges 
Scheme may be looked at for guidance:-~- 

| "The Commission has made it known that 

scales of charges are to be applied to small 

consignments and that they will be published 

for all to see. The agreed charges will, of 
course, continue subject to review. These 
scales will reflect the influence of cost and 
market represented by bulk in relation ¢o 

weight, by damageability, and by route, in a 

limited order. This differentiation will be 

made by Simple and straightforward scaiing 
free from complexity or unnecessary 

refinement. The charges will cover @ dcoor--to- 

door service wherever collection or delivery 

is normally provided. It will not matter in 


future whether the traffic is butter or putty; 
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if it loads well, the. charge. mdalebe the 
same. If it loads badly, like Christmas 

tree decorations, it will cost more, or if it 
is dangerous or abnormally vulnerable or 
damageable." (A.A. Harrison "Railway Freight 
Charges", The Journal of the Institute of 
Transport, July, 1957, p. 155). 


JL, The reason why a scale of actual charge is 
suggested is that out-of-pocket costs are elusive for 
Pe 7p, traffic and the apportionment of overheads would 
become So arbitrary that little would be lost if the 
minimum scale became the actual Scale. The inclusion 
of L.C.L. schedules in C.L. schedules is not recommended 
because L.C.L. commodities have much more in common 
with each other than with the same commodity in carload 
- quantities, This is because L.C.L. traffic 
ineurs heavy station handling expenses while usually 
the costs of carload traffic are painly associated 
with the line haul. Another reason for separate L.0.1L. 


schedules is given by Mr. G. Lloyd Wilson:- 


"It (The Merchandise Traffic Survey~ ° the 
eection of Transportation Service or the 
Federal Co-crainator of Transportation) expressic 
the opinion that the inclusion of railrosd 
less than carload rates as part of the 
Same rate structure with carload clsess rst Far 
necessarily handicarts the railroad carries 
“in meeting modern conditions of competition, 


because the class rates application to L.C.L. 
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Shipments cannot be changed without changing 

the carload rates in the same classes, although 
changes in the carload rates may be neither 
necessary nor justified.” (G. Lloyd Wilson, "Are 
Railroad Freight Rate Structures Obsolebe 2" 


Harvard Business Review, January, 1935, p. 184. 


Passenger Fares. 
118. The cost-of-service principle suggests 


that fares should cover long-run out-of-pocket costs 


fi 


for passengers over each particular route. There 
little danger of exploitation of passengers as 
competition permeates this field, hence there is no 
need for maximum fare. schedules. It is recommended 
that minimum fare schedules be drawn up by the railways 
nd approved by the Board of Transport Commissioners 
such schedules should segregate routes as far as 
possible and be based on long-run out-of-pocket costs. 
Rate Increases. 

119. From time to time the railway companies 
may require increases in the maximum rate schedules 
and the Board cf Transport Commissioners may wish tc 
order an increase in mintwen tariffs to prevent the 
hauling of unremunerative traffic. General horizontal 
percentage increasesc would not be in accordance 
witn che proposed principles of rate-making. 

120. It is suggested that changes in the rete 
schedules should be allowed or ordered if the rallweye 
or the Board could show increases in particular costs. 
For example, if terminal expenses inereased because 


of wage awards to terminal labour, then the terminal 
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arbitraries would be increased. In this way the 
costs associated with particular traffic and 
particular sections of railway working would be 
passed on to the traffic which incurred the 
increased costs. 
the railways be free (as at present) to file and 
publish individual tariffs as required. Such 
individual tariffs would cover the entire gamut 
of the present structure, including the following ratesk 
specific commodity, mileage commodity, transcontinental 
agreed charges, joint, interline, international, export 
import, T.0O.F.C., competitive, etc. 

l22, For example, if a railway wished to 
make an agreed charge, it would simply regard the 
published tariffs as a minimum and make the agreemeni 
as it does now. If the agreed charge did not bring 
in the same revenue as the minimum tariff; then it 
would be disallowed by the Board. Any U.S. related 
rates would be subject to similar treatment - as 
long as they covered at least long-run out-of-nockest 
costs they would be allowed; if they were below thio: 


level then tney would be disallowed. 


i ia any increases or reductions tn rates 
within the minima/maxime range would not have to he 


takento the Board but would simply be filed and 
published, with notice if necessary. Teriffs an< 
agreed charges should conform to existing rules 


regarding filing, publication, undue preference, ax: 


121. Within the minima/maxima it is suggested that 
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discrimination. New agreed charges and renewals of 
existing ones should be required to carry escalator 
clauses. Ths requirement is necessary if railway 
costs increase and if agreed charges are to be 
consistent with the cost-of-service rate-making 
proposals. 

124, The recent U.S. Department of Commerce 
study recognized the advantages of setting maxima/ 
minima schedules in order to preserve a degree of 


management freedom:- 


"A critical element in rate freedom is the 
concept of prices based on costs. At present, 
too little is known about the relative costs 

of transporting traffic via the several modes 
and routes typically available to shippers. A 
comprehensive study Should be made to explore 
the cost-finding methods most likely to afford 
proper comparisons between the several forms 

of transport. 

"The effect of such a study cannot be over- 
emphasized. improved methods of cost anxz 
when applied within a framework of. agreed 
economic standards, will enable the trr.isport 
industries to set prices and establish services 
more rationally. Regulatory agencies can then 
set maximum and minimum criteria rather 

than specific detailed rates, and the carriers 
will have the normal managerial initiative of 
other American enterprises. And the regulated 
carriers can be equipped to meet the competition 


of private and exempt transportation where 
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their cost and service capacities permit". 


(Federal Transportation Policy and Program, 


U.S. Department of Commerce, March, 1960, 


p.9). 


Cone lusions 

eo There has been a tendency in the past 
to look with alarm at the conglomeration of costs 
entailed in railway working and to assume that there 
Was no point in carrying out costing operations 
as a large proportion were overhead. Modern 
railwaymen, while still believing the job of costing 
to be difficult, no longer think the task is impossible. 
Further, they realize that a knowledge af costs 
is imperative in the light of present and future 
competitive conditions. The president of the New York 


Central sounds the call to arms for his colleagues:- 


"It is absolutely essential that the American 
railroad industry roll wp its sleeves and 
make a scientific study of what it costs us 
to transport freight. When I nave saic this 
to some of my colleagues in the railronds 

they have thrown up their hands at the 

size and the difficuities of the job, and all 
are fearful - after the recent divisions cases 
that a full knowledge of costs may lead to 
further changes in divisions. But it seens 
obvious to me that railroad operations are 

not so complicated - the production of 


transportation is not so desperately complex- 
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that modern cost-accounting techniques 

and theories cannot be applied to it in order 
to find out what it costs to move a carload 

of apples, wheat or coal or anything else 

from a siding in Michigan to 60th Street on 
Manhatten Island. And once we get those costs, 
it does not seem to me to be impossible to 
build a flexible and practical rate structure 
around them. 

"We need to know our costs. We need to have 
a consistent pricing system based upon costs." 
(Alfred E. Perlman, "Scrap This Antiquidated 
Price Structure" From an address to the 
Toronto Railway Club, December 1st, 1956. 
Reprinted in British Transport Review, April, 
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Other extracts from this illuminating speech 


are of interest:- 


"Sometimes we do not go out and find out what 

our costs are, and build rates upon them, because 
we are afraid of Giversions of traffic if 

we charge what we should. But while we worry 
about that, and while we fight among ourselves 
over the interterritorial divisions of rates - 
fight to set a Wieser Share of the rates on 

a smaller share of the traffic - our 

unregulated competitors, the private and 


contract carriers, are taking more and more 


business away from us, so that today they have 
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1 

2 

3 more than half of it in their hands.... 

4 "The railroads in the United States can cure 

5 this evil. We Ges the power to go out and 

6 find out what our costs are. We have the 
power to build a sensible rate structure based 


upon those costs, with standby charges built 
into the rate structure so that a customer's 
load factor, demand and volume can all be 
taken into account. Since the days of the 
wood-burning locomotive. we have grasped 
all that technology could offer us to change 
our physical plant and have come a long way 
in adapting new methods to our operations. 
The operating officer who would try to live 
oday with the old wood-burners would be 
classed as mentally obsolete. When will we 
recognize the need for modern thinking to 
replace our wood-burning rate structure? 
Regulatory bodies which are charged with the 
responsibility for the maintenance of adequate 
and efficient transportation would, I am 


pate re te Sn ed Be eee UE nee 
gure, welcome us with open arms and help 


have the will and intelligence to onstein for 
our industry a rstional pricing system can w 


be strong and efficient". (Ibid., pp. 342, 


126. Rate-making which has regard for 
costs of service has many advantages over present 


practices. The cost-of-service method of rate-making 
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as against any other method, will ensure that the 
railways will get an adequate supply of capital, but 
no more, relative to their needs, thus providing for 
future transportation requirements. This will occur 
because railways will be encouraged to press their 
competitive advantages on routes where their costs 
are the lowest and the carriage of unremunerative 
traffic would hardly be possible. The benefits 
of special aids, subsidies, grants, modernization, 
and so on will not be fully realized if a rational 
pricing policy is not followed. Inefficiency and 
‘waste would thereby be eliminated and traffic would 
be attracted. This view is taken by Mr. George 
W. Wilson:- 

"National transportation policy seeks to 

achieve an optimum transport system - that is, 

the most efficient utilization of existing 

transport capacity and an assurance that 

adequate capacity will be made available 

to serve the needs of an expanding economy.... 


nia 


Lal ied 


"From the point of view of obtaining 
adequate supply of capital in transportation 
(a supply neither excessive nor deficient 

to meet the needs of commerce) it is likewise 
evident that the cost crits 


If rates are based on cost, then freecom of 


shipper choice will dictate the relative 


several media which in turn will determine che 
i 


amount of capital required in transportation and 


its. distribution among rail, truck, pipeline, 


ships, etc." (George W. Wilson, Needed Chane: 
in Railway Pricing, ICC Practioners'Journai, way 
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Led The conditions of the cost-of-service prin- 
ciple are further expressed by Mr. Nelson: 

"The economic gains from providing transport 
in the most economical way should receive far 
greater attention than they have in the 
past. For if the rails adjust their rates 
in accordance with competitive conditions 
- « » and in line with their low-cost poten- 
tlalities, the economy will then enjoy the 
full advantage of mass utilizationd fixed 
rail facilities and of scale cost economies 
from use of large freight-carrying vehicles, 
powerful locomotives, and long and heavy 
trains. These economies will support lower 
rates or more rapid modernization of rail plant 
and equipment through higher capital invest- 
ment, which in turn will yield lower costs and 
rates. As inpioneering days, low freight 
rates, not high ones, are needed for stimu- 
lating the fullest development of unexploited 
resources and the nighest volumes of inter- 
regional and international trade. But adher- 
ing to uneconomic rate relationships -- that were 
economic only under monopoly corditions -- will 
deny the country the full advantages of lowest- 
cost transport, and, in addition, will perpe- 
tuate the past disturbing railroad trends. 

(James C. Nelson, Railroad Transportation and Public 


Policy. Washington, D.C. The Brookings Institution 
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1959, p. 347.) 

"Tn no area of railroading is there more 
need for a fundamental review of past policies 
than in pricing. ... If the roads are to 
escape from the vicious circle of rising costs, 
rising rates, lower traffic, rising costs, and 
so on, they will have to apply pricing policies 
that can deal successfully with competition 
by giving users the benefits of the low-cost 
advantage which mass transport yields when 
enough traffic is attracted to the rails." 

(James C. Nelson, ibid., p. 327.) 

128. There is, without doubt, a widespread feeling 
among knowledgeable transport economists that the 
adoptionad? cost as a rate-making standard will 
rejuvenate the whole railway system. One such 

writer is Mr. Ponsonby: 

" . . e 4 L personally have sufficient 
confidence in the cost-reducing potentialities 
of railways in respect of a great range of 
transport services, to believe that it has 
only to price the latter on a ‘cost plus' 
basis and it will attract on to rail a 
sufficient volume of business to enable them 
to prosper financially and continue in 
business for many years to come, It is 
admitted that were such a pricing policy 
vigorcusly adopted, much traffic, at pre- 


sent moving by rail, would have to be priced 
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so high that it would either be tei Lied! 
altogether or carried by other means of 
transport. But surely from the national 
point of view, it is desirable that the 
railways should divest themselves of all 
traffic at present carried at a loss and 

so much of which would become economically 
carried by road. For, once the incubus of 
carrying certain traffics at a loss were 
removed, many other traffics could be 

charged (on a cost basis) at much less 

than at present. Such traffics would be 
thereby encouraged and in the long run pos-~ 
sibly expand considerably. Thus the railways, 
by going over to charging more nearly to their 
real costs of carriage, would come to carry 

a larger and larger proportion of the kind 

of traffic which they are best qualified to 
carry, and less and less of the remainder. 
Thereby the interests of coordination 


(functional specialization) would be truly 


served." 
(Gilbert J. Ponsonby, "Towards a New Railway Charges 
Policy," Journal of the Institute of Transport, 
September, 1954, pp. 427, 428.) 
129. The advantages of rate making as proposed 
may be summarized: 
(a) Better carloading is encouraged as 


lower charges are based on loadability. 
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(b ) Incentive charges for higher carloadings 
encourage better use of cars. 
; (c) Traffic is routed by the lowest-cost 
; routes and through the lowest~cost ter- 
Z minals. | | 
; (d) Traffic for which costs are low will be 
encouraged to return to the railways. 
f (e) Within the limits set actaia by the minima/ 
10 maxima, the paineads would be free to 
il preserve market relationships if it were 
12 within their power, and also to preserve 
13 existing rate groups. 
14 -f} As there is no maxima proposed for a great 
15 deal of traffic, actual rates would be 
16 left to the commercial judgment of the 
17 railways themselves as a management 
18 prerogative. Above the minima it 
19 Should be entirely up to the railways 
20 what charges will be made, subject, of 


course, to the safeguards against unjust 
discrimination. 
130% Rates within the minimum and maximum limits 
would be sufficiently flexible to meet new competitive 
conditions as they arise, thus giving a great deal of 
freedom to the railways. In this respect the Chief 
Charges Officer of the British Railways says: 
"The negotiating and quoting of rates 
will call for the exercise of commercial 


judgment amid many imponderables. The 
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; commercial railwayman of the past and present 

: has been accustomed to knowing more about 

‘ trade and industry, generally, in relation 

; to transport than most people. 

D ". , . It goes without saying that the 

y new charging procedure must be fast enough 

P and local enough to get the business. 

3 "  . , The problem of determining how 

10 much net revenue is going to accrue from each 

il action will continue to be difficult but more 

12 and more help is on the way as greater refine- 
13 ment of cost information becomes available." 

14 (Harrison, ops cit.; ps 155. Professor Clark, writing 
15 thirty-seven years ago, did not see that cost-of- 

16 service would destroy management prerogatives: 

17 "If a system of rates were to be built on the prin- 
18 "ciple of cost, would it be so rigid as to hamper 

19 "reasonable allowances for commercial considerations? 
20 "Not necessarily. In the first place, the principle 
91|| “of cost requires only that every class of business 

22 "covers its own long-run variable costs, leaving 

23 "a margin to be collected on the principle of ‘what 
24 PT HeLtrarcie. Wid) pear.” (Clark, op, cit., p.290. }) 
95 fe eras A cost-oriented rate-making system is thus 
26 seen to break away from traditional practices. The 


27 present rate-making techniques, largely disregarding 
28 costs, have fostered unsound competition and economic 
29 conditions. They have resuuled in the growth of 


30 vested interests, which have a stake in the retention 
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1 

; of the present structure. 

3 LSet Should cost-of-service principles of rate- 

, ma'sing be accepted, then a change-over from present 

' rates should be fairly gradual in order that serious 

4 dislocations can be avoided. As a first step, 

y further equalization of class and commodity scales :': 

P should be halted. As railway cost studies progressed, 
9 maximum scales should be possible for captive traffic. 
10 L.C.L. and carload scales could be separated and 

11 eventually full minimum schedules could be published. 
12 However, the sooner rates come to reflect costs, 

13 then the sooner will railways be able to realize their 
14 inherent low-cost advantages to the full, and shippers 
15 and the community as a whole will be better off. 
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APPENDIX B 

RATE-MAKING IN EUROPE 
45 Several European countries have, in varying 
degrees, adopted the cost-of-service principle, includ- 
ing Britain, France, Sweden, and Holland. 
134, BRITAIN. - The Transport Act of 1953 made 
changes in railway rate-making, placing emphasis on 
competition rather than on integration, which had 
been the intention of the previous 1947 Act. The 
1947 Act called for a Charges Scheme and the 1953 
Act retained this provision. The Charges Scheme 
publishes only the maximum charges, eee the 
railways free to negotiate the actual rates with each 
shipper. The Charges Scheme left the British Trans-~ 
port Commission with great freedom to make rates 
on any principles they wished. The Commission 
adopted the cost-of-service principle outright, reject- 
ing the existing classification. It ee been declared 
several times that the railways will quote actual rates 
at not less than the long-run "direct" (out-or- 
pocket) costs, with the overheads ne picked up 
according to what the traffic will bear. 

The Association of British Chambers of Con- 
merce in 1953 put a questionnaire to shipvers to find 
their reactions to the new methods of railway charger. 
The general opinion was that the Charges Scheme 
was quite satisfactory. (See Modern Transport, duly 
6. 1958. .. 9.) 


i35. Freight-rate making in France and Sweden 
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is well described by G. Lloyd Wilson:- 

FRANCE. - "The railways of France, encouraged 
by the Government, have been aggressive in making 
freight rates in competition with other modes of 
transportation, including private transportation. The 
rates on many commodities are published on maxi- 
mum and minimum basis, with the actual charges on 
particular shipments made by agreements or con- 
tracts between shippers and the railways, based upon 
competitive conditions and cost of performing the 
services. The agreements or contracts are submitted 
to the Minister of Transport for approval but the 
charges are not made public. 

"These special unpublished contract rates are 
tablished upon a number of bases designed to meet 
requirements of individual shippers or to confront 
particular competitive conditions. Trainload lot 
freight rates are established on shipments transported 
in the shippers' or consignees' private freight cars 
from a fixed origin to a destination point. No switch- 
ing services are performed by the railways in respect 
to these shipments. Special reduced rates are made 
contingent upon the loading of the freight cars to 
their cubic and weight carrying capacities in order 
to stimulate the more efficient use of freight cars end 
to increase the ratio of net weight of cargo to gross 
weight of the shipments and cars .. . Reduced 
rates from the same origin points to the same desti-- 


nations are made, conditioned upon the routes via 
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which the shipments are transported. Such rates are 
designed to encourage the movement of traffic via the 
routes between the points of origin and destination 
over which operating costs are lower. 

"These significant rate patterns are indicativ 
of the trend towards pricing based on cost of service; 
of pricing to meet competition; and of pricing to 
promote the co-ordination of transportation by en- 
couraging the movement of freight via the types of 
carriers and routes which have relative cost and ser- 
vice advantages." 

136. SWEDEN. - "The rates are constructed gen- 
erally so as to produce revenues adequate to cover 
operating costs, including maintenance, and interest 
upon investment. Particular rates are constructed to 
meet the increasing competition of motor transporta- 
tion. These special rates take the forms of special 
commodity rates, ‘agreed charges! to shippers con- 
tracting to ship all or agreed portions of their traffic 
via the railways; lower rates on multiple carload or 
trainload lots; zene rates or charges; block rates 
with rates decreasing per unit as the total vcelume of 
freight shipped by individual shippers increases; and 
in the case of passenger fares, an annual privilege 
card at a fixed annual charge which gives traveliers 
the privilege of purchasing tickets at haif-rates dur- 
ing the period covered by the privilege card, a conm- 
bination of stand-by charge and reduced charges." 


137% HOLLAND - Dutch railways are freed from 
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the obligation to publish rates. This in turn frees 
them from the obligation to give equality of treat- 
ment to all shippers (as in Britain). Equalization of 
rates has been abandoned, and different rates per ton 
or per ton-mile can be charged over different routes. 
(‘See Brig.-Gen. Sir H. Osborne Mance, The Journal 

of the Institute of Transport, May, 1959, p. 122.) 
295° OTHER EUROPEAN COUNTRIES. - The Inland 
Transport Committee of the Economic eFinigeién 

for Europe have looked closely at costs of inland 
transport primarily for purposes of uniform account- 
ing and charging practices. The remarks of this 
Committee, quoted in The Problem of Cost in the 


Inland Transport Industry, (The Problem of Cost in the 


Inland Transport Industry, United Nations, 1955.) leave te 
doubt that movement is towards the cost-of-service prin- 
ciple in European transportation. 

" . . . the working party takes the view that ; 
knowledge of the precise costs is essential for the fix- 
ing of rational tariffs" (p. 8). "From the community 
angle, the calculation of transport costs on a uni- 
form bases (sic) is the only means of furnishing the 
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Tigures essential for the rational establishment of 
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iffs and for any co-ordination policy, two points 
which will now be dealt with in greater detail" 
ioegaee 

"While the experts do not pretend to have four 
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it is impossible to overemphasize the value of their 
conclusions. These are already of considerable prac- 
tical significance, since they are immediately appli- 
cable in many cases. In their present form, the 
methods of calculation can be used in particular to 
analyse and compare the constituent elements of 

costs for the various modes of transport and they can 
contribute effectively to the study of certain special 
problems of the transport industry. The full signi- 
ficance of this statement comes out at a time when 
serious problems of international scope are exercis- 
ing the public mind or awaiting decision by govern- 


ments" (pp. 24,25). 
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APPENDIX C 
Statement of the Honourable R. W. Bonner, Q.C. 
v-orney-General and Minister of Industrial Development, 
Trade, and Commerce, to the Royal Commission on 
Transportation, Victoria, B.C., February 22nd, 1960 

I am very pleased on behalf of the Government 
of British Columbia to welcome the Royal Commission on 
Transportation to our Province. We appreciate the : 
complexity of the problem you are charged with 
investigating, and we sincerely hope that your studies 
and deliberations will contribute measurably to 
national transportation policy. 

I will confine my remarks this morning to some 
general observations on the terms of reference of the 
Commission and what the Government of British 
Columbia considers to be the basic objectives of 
national transportation policy. As you are aware, 
our submission will be in two parts. Today we will 
discuss five major problems :- 

(1) The importance of rail transportation to the 
economy of British Columbia. 

(2) The problem of the "Bridge Subsidy." 

(3) The one and one-third rule. 

(4) The export grain rates. 

(5) Other unremunerative services performec by 

the railways. 

At a later date in Ottawa we will make furthe» 
representations on principles of rate-making, alloca- 


tion of subsidies, and such other issues within the 
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terms of reference on which we deem necessary to 
express an opinion. 

I think the members of the Commission are well 
aware that by the exigencies of geography British 
Columbia is the most distant Province from the 
industrial heartland of our nation. Historically the 
Crown colony of British Columbia would enter Con- 
federation only if a rail link was established with 
Central Canada. Obviously if British Columbia was 
to be subject to Canadian tariff laws and excise tax 
regulations -- cut off from natural markets to the 
south -- then alternative markets would have to be 
found in Canada. 

British Columbia is a net importer of domestic 
freight, a good customer of Eastern Canadian manu- 
facturing industry and Prairie agriculture. We must 
pay for our manufactured goods and food by selling our 
basic products on the Prairie and Eastern 
markets. This has been the development of our 
domestic trading economy. In one sense, economic 
integration has been the objective of national policy; 
that is to say, the peripheral regions have becn able 
co participate to a greater or lesser degree in the mass 
iarket of Central Canada. B.C. forest products 
and P.E.I. potatoes have found consistent sales in 
Ontario and Quebec. To assist the Maritime Prov- 
inces, a 20-per-cent subsidy, and recently increased 
to 30 per cent, on all outgoing freight has been 


provided by the Federal Government. Although British 
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Columbia has had hold-downs in recent years on 
lumber freight rates to Eastern Canada by virtue of 
U.c. rail competition, we are finding increasing 
difficulties in marketing lumber in Eastern Canada. 

For example, while there has been a 70-per-cen 
inerease in lumber production between 1948 and 
1958 in our Province, shipments to Eastern Canada 
have only increased by approximately 23 per cent 
while the gross value of manufacturing production 
doubled in Ontario and Quebec between 1944 and 
1955. (See R. D. Howland, "Some Regional Aspects of 
Canada's Economic Development," Royal Commission on 
Canada's Economic Prospects, 1957.) Our shipments of 
lumber to the United States have risen recently, but 
plainly any violent fluctuation in the volatile ei 
market would have serious repurcussions on our economy 
and that of Canada as awhole. | 

It is therefore essential for the welfare 
and growth of British Columbia that we enjoy the widest 
possible participation in our domestic market. The 
warketing problems of lumber are duplicated to a 
greater degree by our fruit and vegetable industry. 
While our lumber-mills compete mainly with domestic pro- 
ducers in Eastern Canada, our fruit-growers face 
increasing American competition, particularly in the 
Prairie markets. Fish from British Columbia travels 
three times as far as fish from the Maritime Provinces, 


which is assisted by a 30-per-cent subsidy. In addition 
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in 1957, only 20.6 per cent of our east-bound 
transcontinental traffic was eligible for the "Bridge 
Suvsidy." In spite of certain competitive advantages 
on east-bound transcontinental rates, there is a con- 
Ginuous erosion of our Central Canadian markets. 

I mention this to illustrate the problem of a ‘llong- 
haul" Province. The problems of "long-haul" regions 
are multiplied by horizontal percentage increases. 


It is a simple mathematic problem that if one shipper 


pays a $2 rate to a certain market and another shipper 


pays 50 cents, then a horizontal increase of 10 per cent 
results in a competitive disadvantage to the first shipper 
of 15 cents per 100 pounds. It is our contention that 
national policy demands the freest possible interchange 
of goods and services, particularly of basic commodities, 
within Canada. Any other point of view would Mikenize 
Canada economically. | 

That problem in essence, therefore, is to 
maintain market relationships within reasonable cost relaltion- 
Ships. Our principal basic commodity -- namely, lumber --+ 
snould receive the benefit of the lowest possible trans- 
portation charge consistent with costs since ii is essen- 
tially a long-haul, low-cost, high-density movement. 


Jur agricultural production, although it is a small 


4 ? 


percentage of the total agriculture production of Western 
Canada, is entitled to the same assistance as other 
agriculture production in Western Canada. 

The fruit and vegetable industry of the Interior 


of British Columbia, particularly in the Okanagan 
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Valley, has not enjoyed the same degree of prosperity 
that other agricultural producers have experienced 
te a greater or lesser degree in the post-war period. 
One of the major problems of our fruit industry is 
the long haul to Prairie and Eastern Ganbad ok 
markets. We strongly urge the Commission to 
recommend similar assistance to the fruit and vege- 
table producers of British Columbia that is en joyed 
by the agricultural producers of the Atlantic Prov- 
inces and which is proposed for the grain producers 
of the Prairies. | 

There has been a tremendous expansion of manu- 
facturing production in Central Canada in the post- 
war period, protected as it is by our national tariff 
policies and stimulated by defence spending and paid 
for by the consumers and taxpayers of the nation. 
The outer regions are entitled to participate in this 
mass market. We cannot continue to buy if we do 


not in turn sell. 


To overcome the geographical difficulties which 
affect the Canadian economy so seriously requires 
the firm hand of naticnal leadership, having due 
regard for the changes which are taking place in our 
regional economies. Certainly as our population 
increases and a degree of diversification is developed, 
the need for ingress into Central Canada may become 
less important. This is, however, not the case today. 

National policy must change with the times. 


What is good for Canada and the Province today may be 


; i Rn Sap ee NON die ote sinbene iapeededtig 


y u 


-botted tgw-teog and af Ss atrgeb soaeet | 


l 


7 5 
al givesont. dimers tie To: ame Lloret rote ou 900 


| ' eal ty 

natvened opetaskh bas srttett Oe tuo pet ont | 

: nr ’ 

bg ot motestomied eft ogir ‘igaoute OW vedeuusm 

es Mina! Cue 
raf ; 


eee Bes sikwet ads cod eons Jes a8 os timate ‘baemmoses , 


: Heyotite ef dadt siumulod datdbad to seiiatiieiecle aided. a | ce af 

| . 
m1 ottasitA sad to enconboug Taxus Laotage ont ve Ta 
4 BTSINDOLE ALeta) set 202 bssoqete af Hotaw bas seont 
yaobaber edt to 


“isn 19 Mokanecxs Agohbaemon?s 6 mead asd orodt 


| ~s8oq oad mi sbhetsd (etined ot mebdjoubetq satridos? 
. Atfiss (srolten. “0 ¥d ai tL as betioadorg ,bohkusq thw 
i - a. il 
| Mt8G OG a|rtloisga sodeTob yd DedeLuomide bas estolfog |. 
16icer GAY To steysqued bas susmvenoo odd yd a0 
4 eine of svaqtoliusq of beltidas sis enolkgen vetyo ont 
) 2) OW it yYsed of enaldmes tonmss oW .dgestem asam 
: lea reid at toa 
i 


r 


font lt eft T pee, REO RE”) Ol ee ec ee ‘ m 

‘he r aslvivuolVith Leoldesrsaoesn any emoedcevyo of 

| | My | 
asituper ylaweftee of YRoRons cathenisd oAt tostte © 
] 


an) wert yaa a lial To. Bre S| est ett 
) “yo mt esele  arioies one Ho | W a9SnsBAS, sft ro? bragon 
| 1oL%sliugog “sho 16a  leciedatia  Belmosions fanolget 
{ 


x ebsqoleveh at notisshifateviib to setesb. A ne neusetoat 


e 
enosed vem shsnnd’ Lemme: oink aba tO, boos sat. 


| eset oan ont tom oNamon se one seston, noth 
i : < ‘ 
| ie a a | ay hin . 


~Bomls ecit Aviv ounstio 


< 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO 134e84f 


; inappropriate tomorrow. At this moment in time 

i it is obvious we must rely on our railways as the basic 
: transportation plant of the nation. They are the 

; lowest-cost and most efficient method of moving bulk 

: commodities to market over long distances. Long- 

; distance movement of all basic commodities is funda- 

: mental to Canadian economic development, in fact 

: just as fundamental’ as the grain movement is to the 
economy of Western Canada. Thus the concept 

r which motivated the creation of the Royal Commis- 

- Sion, and I refer to Acting Prime Minister Green's 

ie statements of November 26th, 1958:- 

, "This study will include not only comprehensiv 
: consideration of the reilway freight rate prob- 

16 lems -- including the situation of the ign haul 

i provinces in the West and in the Atlantic region -- 
e but also other specific problems which require 

i solution if Canada's railways are to serve the 

20 national interest without pre judicing particular in 
‘ dustries or areas, ... " 

99 must be developed by the Commission because of the 

93 rundamental issues involved. 

oA These issues aré:- 

- (1) The rapid development of the most economic 

26 and technically efficient rail system. 

: (2) The elimination of statutory regional dis- 

28 crimination which inhibits west-east move- 

29 ment of commodities. 


30 (3) Relief for such freight traffic which has been 
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bearing an undue burden as a result of public 
policy. 
(4) The elimination of horizontal percentage in- 
creases. 
(5) The establishment of the basic costs of rail 
movement by major commodities and by 
route. 
(6) Compensation to the railways for unremuner- 
ative services which are in the public interest, 
(7) Co-ordination of transportation services to 
reduce costs. 
I should touch briefly on the problem of "other 
income." There can be no doubt in anyone's mind 
that grants to railways were necessary to wae for- 


ward national development. Moreover, in the post 


World War tt years the Canadian Pacific Railway 
has done exceedingly well on the proceeds of Crown 
grants. When we realize the forests of the E. & N. 
lands are worth over $100,000,000, we can appreci- 
ate the dimensions of the problem. The question is 
should these assets be considered as rail ineome. In 
view of the changes in the grain rates which tze rail- 
Ways are asking, I think the time has come for a4 
review of other income. The Canadian Pacific Rail- 
way was a creature of national policy, and its rele 
is the same today. The national rail systems cannet 
be separated from the political and economic develop- 
ment of Canada. It may be that the proceeds from 


land and minerals acquired as a result of national 
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policies should now be considered as rail income. 

I should also like to comment on the disposition 
ot any subsidy recommended by this Commission to 
the railways for losses on the movement of export 
grain or any other unremunerative service. 

We have heard the propositions of the C.P.R. d 
C.N.R. that a subsidy be paid into the general rev- 
enue of the railways. In short, the meAtyare would 
be the immediate beneficiaries of the largesse from 
the public purse ~- the taxpayers! pocket. What about 
the shipper who has paid round after round of per- 
centage increases -- watching the erosion of his dis- 
tant markets -- because of losses suffered by the rail- 
ways due to public policy or managerial indiscretion? 

The Province of British Columbia believes thet 
any subsidy recommended or awarded must take into 
consideration the "captive" shipper primarily and 
the "long-haul" shipper who has some competitive 
advantage. Only thus will the full intent of tee terms 
ef reference be fulfilled. 

We insist most emphatically that if a subsidy is 
recommended by this Commission to compensate tne 
railways for work done in the public interest, then 
the shiogers whe have borne an undue burden of 
freight rates due to the aforementioned losses must 
receive a downward adjustment in rates, 

Before closing I would like to say something 
in respect to the Pacific Great Eastern Railway, owned 


and operated by the people of British Columbia. For 
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many years this railway was held up to ridicule by 
other railways in Canada as one which started no- 
Waicre and ended nowhere. Today it has become an 
integral part of the rail system of Canada, connecting 
with the two major Canadian and three American 
Lines at its southern terminal, with the Canadian Na- 
tional at Prince George and the Northern Alberta 
Railway at Dawson Creek. 

This railway serves the vast Central Interior 
of our Province, famous for cattle-raising, lumber, 
and mining, and the grain-farming area of the Peace 


River District, the centre also of the rapidly developing 


petroleum industry of North-eastern British Columbia. Not 
only has the extension of this railway built on the credit 


of the people of British Columbia, given a great impetus |%: 


the economy of this Province, but I think the following 
table will convince you that it has been a great benefit 


to the other railways of Canada:- 
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1 
PACIFIC GREAT EASTERN RAILWAY 
2 
Loads Delivered to Connections 

5 

North Prince Vancouver Dawson Total 
4 Vancouver George (C.P.R. Creek to Con- 

(CoN i. Jan CM E.,) and (N.A.R.). nections 
5 G.N.R. ) 
6 1959 1,785 13, 807 8,474 264, 32,245 
ji 4058. 4,319 6,378 8,545 7 25,141 
8 nO57 2,244 5,783 8,440 ~ 18, 843 
oy cena 9,534 13,322 : 22, 856 
10 1955 : 8,077 12,098 - 20,175 
11 
12 Loads Received from Connections 
13 North Prince Vancouver Dawson Total 

Vancouver George (C.P.R. Creek from Con- 
14 (C.N.R.)  (C.N.R.) and (N.A.R.) nections 

Got Re 

15 
16 1959 Ly fon. ek CRS Re Obe 7,040 
7 1958 nee lh g 843 4,950 18 7,238 
19 1956 vat 997) 11, 361. = peel oe 
20 955 = 399 7,089 rt 7,488 
21 


Seurce: P.G.E. Traffic Department. 


The bulk of the traffic originating on the 
Pacifie Great Eastern is forest products destined for the 
United States, Eastern Canada, and some to the Prairie 
Provinces. This is all long-haul and lucrative traffic 
for the Canadian National and the Canadian Pacific 
Railways. 

If a Federal subsidy is to be granted to the 


railways in order to assist the movement of traffic, “he 
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Government of British Columbia is of the opinion 

that the P.G.E. is entitled to share in that subsidy on 
ar. sequal footing with the C.P.R. and the C.N.R. 

This should be the case whether the subsidy is granted 
for specific commodities and movements or for any 
other purposes, such as unremunerative services or a 
gevlerst reduction of rates. 

I have endeavoured by these informal remarks t 
indicate the lines of thought to be developed by our 
counsel for the consideration of the Commission. 

I hope most sincerely that our subuisadens will prove 

to be helpful. All facilities of Phe Pec Peas Severn 
ment are available to assist your Commission in its 
studies. May I assure you that your presence in 
British Columbia is warmly welcomed by all in the 


Province, 
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1 
: MR. BRAZIER: There is one further thing 
? I think I should probably mention, Mr. Chairman, 
4 before Mr. Cooper starts his cross-examination. You 
: can appreciate the fact that if the principles which 
: we are advocating in our brief should be adopted by 
4 che Commission and subsequently by the Government, 
P that it would require substantial amendments to the 
9 Railway Act as it now stands; and it is my intention 
10 at a not too distant date to submit to the Commission 
11 the amendments to the Legislation which I think will 


12| >%e necessary in order to implement this particular 
13 principle. 
14 THE CHAIRMAN: We would like that. Mr. 


15 Cooper. 


7 CROSS-EXAMINATION BY MR. COOPER: 

18 Q. Mr. Hughes, I am going to refer in my 
19 examination to the submission rather than to the 

20 transcript, because I think it would be easier to 

1 follow the questions that way and easier for everyhody 
22 concernec, and I see you have a copy of the submission 


before you. 


I should like to refer you first, Mr. Hughes, 
to page 7 of the Submission and to the following 
sentence which occurs at the top of the second coiumn 
on the page No. 7. 

THE CHAIRMAN: Bartrie¢ 

MR. COOPER: Q. Fartol, 


"The prosperity of the manufacturing industries 


seit ad ronda t otto at duant 


renr2es at .nozanet eestor: 


uoY “. nolveatmns? aunecty ates) adrste “20009 3 
i‘ q : : Tet, i” oe 
no tinw volgtontag oad St dee: gos” esd svstoetqqs ane 


ya) Ds y 


va bsdgobs ed bfaorta repent two ot sntseoovbe ons e¥ 
P ae 
a, trserrrevod odd vd yitneupes diss Bris sobae tamed oa 


© 
ah 


hak 


SiS oF ‘pdnambisins Let Ryeroret: adue ortepet otwew. ah dadd = 
Yoda? wh Bi th bap jebasse unaens as toa yewrten i 
‘orpatamed ond od timduye od ats b dnsdath ood PO. & = |, 
fftw welet £ dotaw cotisleiged edt ou adnombuems ot 
etdy tuemeiqnh ot tehro mt yisansoen od 

| | _ofatontig 
Jedd exti bivew a8.  HAMBLAN) GAT 


:- 


sT9qood iF 


:MHIOOD fe MOT TAMIMANE.-220F AN BEORO 
vn ot ster of santos me I ,.eetgvl «aM . 
ait ot mietd seddsx noteatmdise edd oF noldentnexe 
ot tersss od Sivew of anids I seusced .tqitoansts + 


iveaya tot tefdass bas yew dead? anottasup octt wolfot 


uiaie hie oft to vqeo 8 syaH woy.see I bar bomreation 
» FOV, ovoted 
seriwet SM: (2aNxtl soy teiien of  soLeL biwode Bi 7 . 
uitwollot edz ad DNs hia aaliaie edd to ¥ ah oe 


ANGUS, STONEHOUSE & CO. LTD. Hughes, er-ex 13424m 


TORONTO, ONTARIO 


(Cooper) 
1 
: "and urban centres heavily depend on the 
; "prosperity of the primary industries, and 
Fi "it is the fundamental concern of this 
: "Submission that the economic health of the 
: "Province be not weakened by reason of high 
y "or unreasonable freight rates." 
3 Do you consider, Mr. Hughes, that the economic health 
9 of the Province is now suffering because of unreasonable 
10 freight rates, or is the concern of the Province at 
1 what may happen in the future? 
12 A. If I can get to your answer in a round- 
13 about way, the primary industries, of course, in 


14 British Columbia are by far the most important ones. 

15 In Figure 1, on page 11, we have a good example there 
16 of our primary products. 

17 In another little book here that I have we 

18 did a study in British Columbia, or some people did a 
19 study in British Columbia called "Manufacturing 

20| #j<Industries in the Lower Mainland of British Columbia" 
1 and it tells just what we do there. 

22 Q. Who is the author of that book? 

23 A. Let me get the correct title, "The 

24 Lower Mainland Regional Planning Board of British 

25 Columbia" and this is dated January, 1960. 

26 THE CHAIRMAN: That is a Government 

27 publication? 

28 ‘AY No, it is not really a-Government pubili- 
29 eation. The Lower Mainland Regional Planning Board is 


30 mainly to do with Municipal Government, it is nothing 
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(Cooper ) 
to do with the Province of British Columbia, it is 
Municipal Government. 

MR. COOPER: Q. It is a voluntary organiza- 
tion of those interested in promoting the members of 
the Lower Mainland region? 

A. No, it is not a trade association, they 
are not private individuals. They are employed by 
this Association, but it is more of local government, 
however, and it is not a trade association like a 
Board of Trade. 

Q. It is an association of local government 
officials? 

A. That is right, yes. 

THE CHAIRMAN: It is a public body. 

A. Public body of all the municipalities 
in the Lower Mainland. In this we have a diagram, and 
ft have worked out the figures from it and its talks 
about employment and it gives the percentage of 
manufacturing employment. 

MR. COOPER: At what page is that diagram, 
Nr. Hughes? 

A. This is Table I, page 5 in Roman Numera’.:. 

MR. COOPER: Perhaps, Mr. Brazier, we could 
have a copy of that document filed for the purposes 
of the Commission. 

MR. BRAZIER: Yes, we will be very pleased 
to. 

THE WITNESS: For wood products as a per- 


centage of all manufacturing employment, 32 per cent of 
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(Cooper) 
people were employed in wood products. 

MR. McDONALD: What page is that? 

THE WITNESS: Table I, page 5. 

MR. COOPER: It is in a different book. 

COMMISSIONER ANSCOMB: Not in the brief. 

THE WITNESS: No. Food and beverages, 

20 per cent; metal products, 17 per cent; printing 
and miscellaneous, 8 per cent; transportation equip- 
ment, 6 per cent. We get there 83 per cent of the 
employment of the Lower Mainland of the region, but 
throughout Chapter 1 it is obvicus, I think, from 
Table I as an example, that most of our economy is 
dependent on those primary industries, In Table I 
you see in the last column which is 1959, 4.4 per cent 
of the value of production in British celunbta was in 
agriculture, forestry 15.6 per cent, fisheries 1.8 per 
cent, mining 4.8 per cent, electric power 4.3. 

The manufactures -- and I have just said 
that pone tactares' are mainly primary manufactures -- 
43.9 per cent; construction 25.2 per cent. 

So we are very heavily dependent upon these 

primary industries. We are dependent on the primary 
industries and the manufactures that come from those 
primary industries such as saw mills, fish canning; 
We are now getting into making fruit juice and this 
cider, so we are very specialized on a very narrow 
base. We are mainly specialized for forestry, we 
are specialized on fishing, we are specialized in 


agriculture such as apples, peaches and soft fruits. 
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Because we are specialized, it means we 
have to reach out to different markets chcenee if we 
dc not reach out to different markets, then we would 
all be eating our own apples all, the time, we would 
all be trying to use all our own plywood and all our 
own lumber. It would be just taking in each other's 
washing. We have to reach out, andcthat is why freight 
rates are of such importance to an economy which is 
not very highly diversified. 

If we were diversified, then we could trade 
with each other around the area. for the things we 
wanted and the things that we had surplus ourselves. 

Q. You consider that these primary industries 
or occupations in primary fields in British Columbia are 
presently suffering from high or unreasonable freight 
rates or, as I said before, is it that you have concern 
rather for the future? 

A. Yes, I think they are. I cannot at the 
moment. think of any industry or any firm that is 
actually going bankrupt now, but I have no doubt that 
there are many whe are pretty hard up right now because, 
you know, we have taken a very great drop in lumber 
prices. Housing construction is going down, but whether 
this is primarily related to freight rates or not, it 
takes a better man than I to sees hae eees it may oe 
housing starts coupled with the high freight rates on 
lumber, for example, rather than to pin them down on 
high freight rates. 


So there is no doubt about it that we could 
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suffer from high freight rates Sy having to reach 
these high markets and especially as our traffic is 
non-competitive for a very great part. Then as the 
railways get more and more competitive, then the 
freight rates will be put more and more on us, and 
there is no question at all that we would suffer if 
we were not specially protected in some way. 
COMMISSIONER MANN: Mr. Hughes, earlier, I 
think, unless I was mistaken, you referred to food 
and beverages as a primary industry. Now, when you 
say that you do not mean just in the accepted economic 
sense? 
A. No, if I said it was a primary industry, 
I should not have done. I was putting out the manu- 
facturing employment in British Columbia to show that 
most of it was primary and mainly of wood products. 
I did not mean to say food and beverages was primary. 
COMMISSIONER MANN: Food and beverages, that 
sector includes, I suppose, bottled beverages and baking 
of bread and so on which are typical local industries? 
THE WITNESS: Yes. 
COMMISSIONER MANN: Where freight wates per- 
haps would not be so important. 
THE WITNESS: Well, they are there because the fires 


rates are important, many of them are. We would ship all lou 


beer in from probably some firm in Montreal if it was noi] for 
the high cost of carrying beer to British Columbia. 

COMMISSIONER MANN: You would not bring any 
grain from Montreal. 


COMMISSIONER ANSCOMB: Do not get any foolish 
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idea like that. 

THE WITNESS: Sorry, we will keep it to 
Coca-Cola. 

COMMISSIONER ANSCOMB: Liquor Boards just 
den't do it, that is all. Don't kid yourself. Even 
if the freight rates were a little better on it, 
no province does that. 

THE WITNESS: I beg SENN ree aR That is 
the kind of thing I mean, that some of these industries 
would not be there if it was not for the high freight 
rates, some of them; but bread, of course, it wouid 
be stale by the time it would get to us from Montreal 


or Toronto or anywhere else. 
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1 
Z 
THE CHAIRMAN: Are you complaining of the 

‘ present condition, or is this something in the 
4 future? 
5 THE WITNESS: This is the present condition, 
6 that we have very high freight rates, but we 
f; are frightened that they may go even higher as 
8 the railways become more competitive and start 
9 looking around for some place else on which to 
10 put a freight rate increase. 
* MR. COOPER Q: Under the present conditions 

you say you have unreasonable freight rates. Ry 
i notice in the paragraph here you speak of them 
is as being high or unreasonable. You have just 
ve said that presently you consider that British 
15 Columbia has high freight rates. Would you say 
16 that presently British Columbia has unreasonable 
7 freight rates? 
on A. No, I would not say they were 

unreasonable, otherwise we would have gone to tne 
x Board and they could have done something about it, 
se but I am frightened -~ by “unreasonable” I really 
21 mean high freight rates and unreasonable in relatior 
22 to the cost of carrying the products. 
23 THE CHAIRMAN : Do you mean unreasonably hiss 
24 or low? My. Frawley micnt have some ideas 
25 | 

THE WITNESS: I think they are extremely 

26 

high -- that is, the charges that we vey -- and 
2 it is the future I am really thiniing about here 
28 


with our traffic remaining non competitive. 


20 WR. COOPER Q: That is all I wanted to 
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establish, and I think you have now said that it 
is the future you are concerned with, and not the 
present. 

A. That is the main thing, yes. 

Q. Will you turn to Table III on page 
8? That is a table showing the value “of shipments, 
manufacturing industries, British Columbia 1957. ni 
notice in the industrial group "petroleum coal" 
the figure is 149,097 -- that is in thousands of 
dollars -- and the percentage figure is 8.2. The 
same figures appear lower down as the figures for 
"products of petroleum". _ Is there some 
repetition there, or did someone make a mistake? 

i ging Yes, this is a mistake, and I think == 
well, I do not know, but I think "petroleum coal” 
should go out. It is petroleum and coal, really. 
"Petroleum coal” should be taken out. I have not 
re-calculated the percentages since I have realized 
this, put I can let you have Hien this afternoon. 

Q. Thank you. Table V shows the 
major items purchased outside the region by 
manufacturing firms in the lower mainland of British 
Columbia, 1957; and then under “source and ty.e of 
commodity” is shown “eastern Canada", and = believe 
that there are fifty-four items shown in that 
column. How many of these fifty-four major items 
move from eastern Canada under agreed charges? 

A. It is very hard to tell, really, 
because the charges are really more specific than 


this. For instance, "hardware" covers many items. 
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But, we think all but about eighteen are under 


agreed charges. 


Q. All but eighteen? 

A. Yes, all but eighteen are under agreed 
charges. 

Q. You said earlier, Mr. Hughes, if I 


remember correctly, that the majority of traffic 
moving out of British Golumbia and, I believe, also 
moving in, moves under rates es are not competitive 
rates. What are the percentages of competitive 
traffic against non-competitive traffic going out 

of British Columbia, and coming in? Those figures 
may be in a table here, and if they are perhaps you 
would tell me which one? 

A. They are in some table which I shall 
nave to leok for. The figures, unless I have them 
Meckee down elsewhere, and I do not think TI have, 
would be in Table VI-C,class rates; Table VI-D, 
non-competitive commodity rates; Table VI-E, 
commodity competitive rates; Table VI-F, agreed 
charges; and Table VI-G, mixed shipments. Do 


you want me to calculate them for you now? 


Q. No, you need not do them right now. 
A. The figures are nere --- 
Q. Yes, the rigures are there, but pevhans 


you might put in a figure representing your 
calculation laver cn? 

A, Yes. 

Q. Wouid you turn to Figure I on page i . 
r have had some diff-.culty in following this Figuc 


I, possibly due to poor eyesight. Therefore, I 
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would like to follow Some of the products mentioned 
with you so that the Soe ie can understand 

the hie wens of Figure 1, and so that I also can 
understand exactly what is meant by it. Now, 

if we take "olywood and peneeual first, I | 
understand that plywood and veneers are sold outside 
the province to the prairie provinces, eastern 
Canada and abroad only, and that there are no sales 
to the United States? Is that correct according 

to the dottings and the cross-hatchings there? 

A. Yes, that is correct. 

Q. Take sawmill products which, I 
understand, is lumber and shingles; sawmill 
products are sold outside the province to the prairie 
provinces, and then we have a small rectangle there 


which represents eastern Canada, does it? 


A. Yes, eastern Canada. 

Q. And then the United States? 

A. Yes, the United States is the large 
block. 

Q. Yes, and abroad? 

A, Yesu ; 

Oo What percentage of the total sales of 


the sawmill products are made in eastern Canada? 


I presume that can be calculated from the. figures, 


but have you got a figure for the percentage? 


A. Yes. The source of this -- I did not 
get the taole, but I have been able to calculate 
it approximately for some of the products. There 


was a total value of $140 million. The sales 
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1 
2 
3 outside British Columbia to the prairies are 2 
4 per cent; to eastern Canada, 2 per cents; to the 
: United States 50 per cents and offshore 14 per 
cent, making a total of “8 per cent on our 
° products sold outside the province. . 
‘ Q. Have sales to the United States | 
8 decreased or increased in recent years? What is 
9 the trend in the export of sawn ita products? 
10 A. They have certainly increased in the 
11 last few years, me I think -- we just do not know 
12 what is going to happen tomorrow, They sometimes 
13 eo up and sometimes go down, and I think right 
now we are in a pretty tight spot. 

rm Q. You have spoken of eastern Canada 
fe With respect to Figure I. I want to ask you what 
= area is represented by those words "eastern 
17 Canada" in Table V. Is that everything east of 
18 the prairies, or what? | 
19 A. This is outside British Columbia. 
20 "Hastern Canada" means "outside of British Columbia”, 
ie accorcing to the man who compiled this table. 

THE CHAIRMAN: It includes Alberta ané 
22 


Sasizatchewen? 


23 ni ms 


MR, COOPER @: So, in Table V would you 


24 say that “eastern Cansda" comprises everything east 
25 of the Rockies? 

26 A. Yes. 

27 Q. And in Figure I -- well, of course, 
28 in Figure I "eastern @gnada” would be everything 

99 east of the prairies. 
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THE CHAIRMAN: Now we know what is east and 
what is west. 
MR. BRAZIER: There is just British 
Columbia and eastern Canada. 
MR. COOPER: I always thought it was Cape 
Breton and Canada. | 
Q. Now, will you turn to Table VIII and 
look at that for the moment. That table is 
headed "Car load freight; railway freight traffic 
in British Columbia by major commodity groups 
‘for selected years 1950 - 1954 - 1958", This 
tanle indicates marked increases in loadings at 
stations in British Columbia from 1950 to 1958 in 
the forest, manufacturing and miscellaneous 
commodity groups. If you look at the forest 
group, for example, you will see that in 1950 the 
figure is 3,272,306, and that ae increased in 
1958 to 5,423,330, and there has been also an 
increase in the manufacturing and miscellaneous 
commodity groups. Would it be fair, Mr. Hughes, 
to infer from these inrreases that freight 
rates hav not held down industrial progress in 
British Columbia in the two most important creas 


of industrial activity in that province? 


wa I do not think it would be fair to 
imply that for this reason -- the growth here 


fren 19% to 1958 is over a period of & years, 
and we have had a lot of things happen in British 
Columbia in eight years. We have had increased 


population, a general increase in the gross 


7 ve brs Jaso oh. t8dw word eo wo: 
. eae Mics ST oon eh era Ane 


ermal | 


4 a 
fF 


eke «r t 14 beef * wet | ‘é we 6 6S 
seats ” M neal eco ‘) hil ae bil 7 


\ cat aes) mredess bom adnate 


ay am 


2GR9 Bw zt tniguand yews a A : BI009 a , ye in 4 a 


‘9 


ao i ,sbans0 brie notes, 


ie 


r “~ - ote Fo el une « tan C $e «Ti » : 
bas TITY ofast.oF amud voy, Lite wont Be 


Lf 
et elds? sect cannot edt wot sects 3s wool 7 


e { at ee ay anh ei, fon inte rian t+ fome tl. f aM . nie 4 a J (a ¥ a. 
) of¢t%ecrsd caper crawled -ditiad oer't baot tay aaa: re 


a, agquo rs Ysibomos toatea ya eliduviod Hee bv at ae 
A 7 ofeT . 82@L .~ ABI - OOS etteay Pestoolsa os ee 7 


we sos erie. tate EGS Say es a ee ee, ee ce fe c 
38 2Eniibaok mt aeeseiweni beslasn aotaohbat seidst 


m rr “tery - eats i eee 0 pal * be nds a. 
iL. OF OGL mm sidaisiod daivginil at enolvege 


fy> 
f ‘ 
‘tT 
4 
4 
+ 
¥ 
¢ 
S 


ing ane ot athe ade | Siicsen | itis eben gts F = 
GUO SLL O08 si Cit Loe Mase SOS imem evBSTO 2% ecg 


. ; am} 
2 ee ee ae pe bs ye ee ee ee en hae . gin is, Jn pee 1 ; 
Pele. 83 tea dool wey Wt. ..equova ytkbomes  — 


~. 
4 
> 
4 
> 


af o> “p ‘. | ~ + ye aad . “5 g = am, *% i Soper fn * > ” ~ yr “ 
OOo Oce. Gf TERT O88, [LIW OY ,Sicmeare % quote 
ee ee eee ey ne Pe ee Os a Vere MAS Gea . 8 ; 
eee tw es eS ew ou * | L 2 Lee ts flu ba TY 3 IK, eo a} & a B ae STUD ft 


P-  eat ar Tan i aig el eee Po a oy See ad B sin 
G8 OfLS TS9SG FER O77 Oa aVCe, t ES48,.2 og Beef 


ys me tid ee 4 os fe > ie oe % » » dade ad me B  -, q 
svoanmsiisogin ork sclavtostuasm edd al sesssront 


‘ee 


of rr 


Esta oo vyket edlah Btvew - BQHOTR yt tboamoao a 
tia text Seis acadernmat spots mort «Stn oF . *) 
vi geetporg Cedeccenibert awob Died Jom + si STB 
eseaus. Ine drocas 30m ond Odo uf sidueiod. matdind 

Ze: SLOVO Ao | i sasa aT “ity tbe fs : adanonl to 
oF Tit od Diwew 75 deicds dog of T A 


a | ored diworwy ot -- coaget efis 10? dada %i iqmt ep 


ole oe a a ae gs ar, m athe 
ousey Odo botreq 2 1810 al S@0L © R20 crt if 
- 


aalstre. oc aaa sgains to got & baw ved ov bas 
to a nee ae | 


ure 
. a sewer on fe: 198, S&S ,totésiugog 


boagoroat beet sited el . AS 


_ 


un 


q a 
¥ 


~ ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex. 13431 
TORONTO. ONTARIO Cooper ) 


national product -- all kinds of things besides 
freight rates. It would take an awful knock in 
the gross national product and in building in 
Canada to put these figures in any other way. 
You cannot single out freight rates and say that 
there is the difficulty, but I think we could 
say that if freight rates had been higher then 
probably we would not have had the same kind of 
growth. : 

Q. What you say is that there are 
so many factors which might have given rise to 
this increase that you cannot direct your 

attention specifically to freight rates, and you 
cannot give me a clear answer on that one specific 
item; is that right? | 

A. Yes, that is right. 

Q. At any rate, there has been a marked 
increase in loadings at British Columbia stations 
in those two products; there is no doubt about 
that ? 

A. There is no doubt about that, yes. 

Q. I want to swing back, if I may , to 
Taplie V. You have said that the quantities 
mentioned there under the heading “eastern Canada" 
move at aereed charges except, I think you said, 
for eighteen of them? 

A. Yess 

Qe How many of these eighteen commnoditics 

which do nct move under agreed charges move under 


trans-continental competitive rates from eastern 
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TORONTO. ONTARIO (Cooper ) 
Canada? Do you know that? 
A. I cannot tell you right now, and, 


in fact, *t would be very hard to tell you at all, 
but is will try and see if we can sort out 

these products. The way the tariffs are lined 
up, they get very ah tae sometimes, and you 
cannot tell from these zereral things, but we 
will do our best. 

Q. Thank you. To come back again to 
TablevaLiL, ii notice there a small point, and 
ferheps you can clear it up. There has been 
a marked increase in wunloadings at stations 
in British Columbia of agricultural products. 
As between 1954 and 1958 it is a very marked 
increase. Can you give us an explanation fer 
bite increase? For example, the 1950 figure 
for unloadings at stations in British Columbia 
is 669,831, and in 1958 it is 5,414,100. 

A. Well, the reason for at there is 
thatvis is eae a mistake in ‘the table, | eee they 
aid not start Wetting atatubory grain into 
these figures until 1956. Tf you would like 
the statutory grain figures to make them 
comparable, we have them here. 

| Q. Perhaps we had better have them. 

Ay Yes. “The 1950 statutory grain is 
1,884,071 tons, and the 1954 figure is 3,475,246 
tons. | 

Q. I notice the source of this table 


is the annual summary of railway freight traffic, 
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Dominion Bureau of Statistics, and what you are saying, 
as I understand it, is that the D.B.S. figures, 
prior to 1956 did not include statutory grain 
unloaded at stations in British Columbia? 
| A. That is correct. 

COMMISSIONER MANN: There is a figure of 
1,884,071 shown to have been delivered to foreign 
connections in the next column? 

THE WITNESS: That is right. 

COMMISSIONER MANN: And the same holds true 
for unloadings in 1954? 

THE WITNESS: Yes. 

COMMISSIONER MANN: If you turn eid eye 
over to the next column you will pai it there? 

THE WITNESS: Yes. I am giving them now to 
make tikes Pitonmes comparable, and so that you can 
see the difference in 1958. | 

THE CHAIRMAN: Even considering that this 
is a tremendous increase. a8 

MR. COOPER : Yes, Mr. Chairman. 

a Would you turn now to Table IX? This 
table, as I understand it, is derived from Tabie a 
is that correct? 

A. that is right, yes. 

Q. Table IX does not take into account, 
in the revenue column, the lengths of haul. Have 
you calculated the revenue in cents per ton per mile 
so that the Commission Will have this information? 
That is what I would like to have. Is there a third 


column there for revenue in cents per ton per 
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mile? I have the figures here and perhaps I 
could give them to you, and perhaps you could check 


them and see if they are right. 


A. Yes. 
Q. British Columbia, 1.65? 
A. You realize that I am not very interested 


in these figures. I will just make a note of them. 

THE CHAIRMAN: But we are. 

MR. COOPER Q: Yes, the Commission may be 
interested in them. British Columbia, 1.65; 
PrinceRdward ‘fs lend,( 1.49% Alberta, 1.83; 
Saskatchewan, 1.78; Manitoba, 2.10; Quebec, 2.43; 
“Oilb dtito, 2.07; New’ Brunswick, 1.71; Newfoundland, 
30433 Nova Scotia, 1.21; Canada, 1:93. 

MR, SINCLAIR: Does that mean, Mr. Cooper, 
from the figures you have just given, that it is 
only Ontario, Quebec and Newfoundland that are over 
the Canadian average? 

"MR. MAURO: And Manitoba, as always. The 
Manitoba figure is 2.10. It is higher than Ontario. 

MR. SINCLAIR: Yes, but lower than Quebec. 

TE CHAIRMAN 3 what is this, now? 

MR. COOPER: The heading of that column will 
be "revenue in cents per ton per mile". 

MR. FRAZIER: This is really dividing, for 


instance, British Columbia's figure of 739 into 


MR. COCPER: that is right, Mr. Brazier. : 
Q. Mr. Hughes, you have said that you 


are not interested at all in that column. Would 
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you indicate to the Commission why you have no 
interest in those figures? 

A. Well, the shipper in British Columbia -- 
after all, British Columbia is here representing the 
shippers and the receivers: They probably have 
not heard of a ton mile. I will have to start 
talking to university students and telling them what 
@ cent per ton mile is. A lot of shippers do not 
know what you are talking about when you mention 
cents per ton mile, What they understand is what 
they see in the tariff, namely, so much per 100 
ibs. from Vancouver to Toronto. They are looking 
a& the 100 lbs., and they charge per ton. It 
matters a great deal to a man when he is selling 
lumber, say, in Toronto and it costs him $31 or 
$32 to get it there and he is only getting $60 
or $70 at the mill. He is not worried about these 
statistics which may be interesting to D.B.S. or 
the railways if they are doing any studies of their 
OWN « They are certainly of no interest to a 


shipper when he looks ev his tariff. 


(Page 13437 follows) 
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THE CHAIRMAN: But there are shippers in 
other provinces, too. 

THE WITNESS: I am sure if you speak to 
most shippers, they don't know what a ton-mile is. 

Not most shippers but many of them think in terms of 
the total charge which is made for the total transporta- 
tion of their product. 

MR. COOPER: Q. In other words, Mr. 
Hughes, you are only interested in the charge per ton 
which the British Columbia shipper has to pay, whether 
that is high or not, without regard to the distances 
products have to travel compared to the distances of 
the shorter haul people. 

A. Yes. British Columbia people would be 
delighted with higher rate per ton-mile if they could 
get their products into the market at a low total 
charge. 

Q. Well, in fact, you are not concerned 
with the distance as such in this Table IX, and I think 
the same applies to other tables in your submission. 

A. Yes. Rates per ton-mile have no 
relevance at all when you are trying to put products 
into the market, and that is why I excluded them, 

THE CHATRMAN: You understand we are con- 
cerned as a Commission with inequities. 

THE WITNESS: Well, it seems to me, Mr. 
Chairman, that these are interesting statistics on the 
rates per ton-mile, but if you are looking at inequities 


you are looking at people trying to get products into 
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the market and paying more on their freight odill. 
This has no interest to the shipper; he is trying to 
get his products into the market. 

THE CHAIRMAN: I am just trying to get 
your idea. 

MR. COOPER: Q. As the Chairman has 
pointed out, what the Commission is interested in is 


inequities in the freight rate structure. Now, in 


~~ 


these rates in‘British:Celumbia —.or, Sather, I 
should say in the average revenue per ton, British 
Columbia, in Table IX it is 12.2 dollars. Are you 
maintaining that that ageeeees an acute in the 
freight rate structure as far as British Columbia is 
concerned? 

A. No, I am not saying that. I am saying 
that this is the cost for being a long way from the 
market. I am not saying it is an inequity in the 
structure in the brief here. There are good reasons 
for it being so high, but I am saying that it might be 
more because it is giving the railway -- I don't know 
if they are making a fantastic profit or losing money 
or not. We are not saying it is an inequity until 
we know the facts. 

Q. On Table X, are there any reasons why 
a class-rated traffic is not included in this table? 
That would also include Table IX. 

A. There is a reason for it. It is such a 
small part of the total. Table X and Table IX are 


weighted averages, and to include the class rates it 
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would have meant a lot of calculation and it would 
not have influenced it at all. 

Q. If you had included the class rates 
you consider there would be no significant changes to 
be made. 

A. I am quite sure that would be the case. 

Q. Would you look at Tables X A and 
X B? 

COMMISSIONER GOBEIL: You haven't looked at 
Table IX A here. What is the difference between IX A 
and IX? | 

MR. COOPER: One is by origin and the other 
by destination, I believe, Mr. Commissioner. 

Qe Now, I was directing your attention to 
Tables X A and B, and these tables show the distance 
and cost characteristic of various commodity groupings 
under agreed charges. It appears in the commodity group 
of animal products that British Columbia has significantl 
lower rates than Ontario, and the average length of 
heul are very clese. What is the explanation for 
the difference? in Table X A, for example, animal 
products under BC are 39.9, under Ontario 52.2. In 
Table X B, average haul per ton, British Columbia, 
2,692.3: Ontario, 2,393.4 -- very close. 

A. Yes. I can only really speculate or this, 
because you can't really get behind the waybill 
analysis. But it looks to me that Ontario are shipping 


a great deal more processed meat, probably higher valued 
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meat than, say, cut meat or dressed meat or just low- 
valued canned meat. These were the statistics as we 
got them, and I think it is a difference in the value 
of the product which probably makes a difference in 
the freight rate. 

Q. What you are saying is that Ontaric 
must be shipping a class of products which are probably 
higher in value? 

A. Yes, I think that is the difference. 

Q. But the tableis correct as far as the 
figures are concerned? 

A. Yes. 

Q. Table XI shows average freight charge 
per ton by rate group, by originating province, 

1957. In the compilation of this table, length of 
haul has not been taken into consideration. Now, 
perhaps we have touched on this subject before, but 
should not length of haul be considered in order to 
obtain a true comparison? 

A. I don't think so. As I say ali the 
through the brief, some of our markets are very 
competitive markets, end whatever the seliing price is 
in the market, the man has to take his freight charge 


into account > price at the miil or the 
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packing plant. Levhink it is the charges per ton 
which are significant. If the rates per tor-mile we 
then, of course, British Columoia would not be there. 


Q. This merely points up what you said 


before, that this submission is not primarily concersec 
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with comparisons with other provinces in their freight 
rates but merely with whether British Columbia has 
high rates affecting the ability of British Columbia 
shippers to get into competitive markets. 

A. Yes. We have high charges. 

THE CHATRMAN: We will adjourn for five 


minutes. 


-~~-A short recess. 


MR. COOPER: Q. Mr. Hughes, may I direct 
your attention to page 21, the second column, the 
two sentences which read as follows: 
"The ability to reach world markets as cheaply 
"as possible is of concern not only to the 
"orovinee but to Canada as a whole. In movin 
"eoods to foreign markets freight charges 
"py rail are important as ocean shipping vates 
"are closely competitive with rail rates." 


I don't quite understand those two sentences. 


Would you comment on them, please? 
f PR ae cox ay Se P a oe e 
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"shipping rates are closely competitive wiir 
‘eat pates" ~-- 

i wish you world delete it, because when I am reading 

it over again, it doesn't seem to -- it shouldn't be 

there. Either deleted cr -- I don't know what you 


ean deowith it. 
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Q. Or disregard it? 

A. Ignore it. 

Q. You have set out in Table XII the 
market changes in the United Kingdom market with 
respect to lumber, and on page 22 you say in the first 
column on that page: 

"Table XII indicates that in the United 

"Kingdom market in the period 1953/54 to 

"1957/58 Canada has lost exports of one-quarte: 

"billion board feet while Russia, Finland 

"and Norway gained substantially in this 

“growing market." 

Are the losses in the U.K. primarily due to 
increased costs of production, or what are the reasons 
for the loss of so much of the U.K. market by British 
Columbia? 

A. Well, the reasons are very complex, and 
the lumber markets in the U.K. -- I am just afraid I 
don't know really enough about it to be able to helr 
you very much. But I know there have been currency 
restrictions there. I know that in some of “he 
Russian trading agreements, I believe -- TI am not 
tee sure -- I believe they have it written into a 
trading agreement that they will meet any prices. 
Factors such as increased cost of production -- I 
don't know if it has had any effect. L think they Jo 
their best to meet the world price. There may be 
something in there. As I say, I am not an expert on 


this particular market. ' 
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COMMISSIONER ANSCOMB: The last two words, 
"erowing market", mean chat the consumption of 
lumper is growing heavily in Great Britain, the use of 
lumber. 

THE WITNESS: Yes. The total market change 
in this table, at the bottom of Table XII, total 
market change plus 31,345. Now, this is a growing 
market in these years, and I believe it is still 
growing in the boom they have in Britain. They have 
avery good time now in the gross national product 
per head. 

MR. COOPER: Q. Do you know if these losses 
in the United Kingdom market have continued through 
Bin pee 

A. No, I don't have the figures. But 1 
think the absolute figures were fairly good; but 
again I think that probably the other countries also 
had quite a good time in 1959. But we will have a 
took and see if we can get the proper figures for yon. 

Qe The significance of this table in so Yer 
as your submission is concerned is that with tne lose 
of sucn a substantial portion of the U.K. market 
British Columbia is more ard more dependent upon the 
home markets, and therefore the matter of freight rates 
in getting into the home markets assumes greater impur 
tance than that matter has had in the past. 

A. Yes. As we try to get into these very 
competitive markets and get into the trading blocs. 


which is a very tough thing to do, then we need some 
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market -- not really a guaranteed home market, but 


some good home market in order that we can take these 
knocks in the foreign markets. 

Qe Although your market in the United 
Kingdom is increasing. 

A. Yes, up to last week. I think the 
bottom has dropped out of it in the last week, But I 
would have to make some statistics to put it before you 
in some statistical form. 

Q. Now, on page 22, you say in the second 
column there, the second complete paragraph: 

"The railways were constructed in uneconomic 

"locations and became instruments of national 

"policy." 

Now, we have run across this phrase, 
"instruments of national policy", on a number of 
occasions in previous submissions and in previous 
evidence, and I should appreciate it, Mr. Hughes, if 
you would define for the benefit of the Commission what 
you mean exactly by the phrase "an instrument of 
national volicy”. 

A. Well, now, then, I can answer it like 
this. As I have said in the brief here, ther 1 sceme 
instruments of national policy. I am basing my 
reasoning there primarily on what is said in the 
Turgeon Report, when at page 275 he talks about 
national transportation policy, he talks about the 
construction of the Inter-Colonial, the Canadian Pacific, 


Newfoundland, Prince Edward Island, and he talks abou" 


tad dente omort becdnensuy 8 YLle 


ve “eaeitd! od isd ie ow oat xen at veoren i 
: | } ot era A aH 


Sal jaaaaies nit 
‘beste od at 


ookk abs * dow teat: oF we oor 
soon dat ont ct "de te $a seein 


p exoted I saq of aol dabenee! onion extent of syed eas, 


baoose edd nt yee wo (Ss nen ‘i wom neo 


:HqeTgstSg © toLomes, briooee ‘edd ete cawioo | 


oEmonpooty sf wacbiiaresiheiiic rd ‘eyswl bier eae 


: a 3 ee 5 im aD fa 
fsnoiiven to. atvsniagant emeosd inns eroen 


<santAq Betas BwOTOS net eyed ar ee 


to tedmun ¢ no ."yotLeg fmol dass to atremertant” pt 
nuotverd at brw keotertmdvea | avokvenct mt enotésooo ta 
1) a ba 3 ee ce A vivip aiitnlcsniocallbaasoun zt _ .eoneBive | 


4 ORM ache etme one to of" ren etd sot ontteb bissow woe 


yee “to drismwmdant cis” ¢ vasnilg ett xd vidosxe neem Woy 

‘ae | 7 Oy MotLed Lsnotten | ig a 
7, ( ~ ; 

ra ult dt wewems andy Laas worm ,ffew AY Bie hehe 

ag | 3 | Th aay on 


attset ! vend ore nebad odd nt btes eved I eA. stds | 
ya gakesd ms a i cs on re to a 
end nt ites at Sart to: whan erent # sates: | 

“ny 


oe exit” duede exits? ot rosie 


a re. 


ney 


|[oetaees ssibeced a inant ‘aire 
wa a Ds baa Mice is win arn yy " ihn va 
‘ vote aittes on bn ,Saslel Pxswhe oontat 


aly nh, Hale Ai ix Pia) bas! 
: s,m 


ee See Ragen, ences 13445 
(Cooper ) 


these as instruments of national transportation policy; 
and also in Henry you will see the quotation on the 
same page. I wouldn't like to go beyond this. This 
is what I mean by national policy in the past. 

Q. What about the present? Do you think 
that the railways have remained and are today instru- 
ments of national policy? 

A, Well, now, railways -- we do know that 
the Canadian Pacific had its location shifted to where 
the gradients were higher; we know it would have been 
better to build it through the United States, and if we 
had not that national policy in the past, we possibly 
may have had some benefits now. As far as national 
policy in the railways today is concerned, I can see 
that railways are instruments of national policy in the 
Crow's Nest rates, the Maritime freight rates and 
Newfoundland, and possibly other areas, and these are 
all mentioned in the report. 

Q. If I understand you correctly, the only 
way you consider this phrase "instruments of national 
policy" can be defined is to point to specifie instances 
where national policy has been advanced through tne 
instrumentality of the railroads. 

A. That is right. I would just look at 
Turgeon and fully agree, I think, that these are the 
instances, and taking them all together, then this 
has been national policy in the railroad business. 

THE CHAIRMAN: Would you argue from that, 


Me. Hughes, that, using your term, "The railways were 
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constructed in uneconomic locations", there should be 

abandonment of the railway in these uneconomic locations? 
THE WITNESS: No, I don't -- that would, of 

course, be a very good reason why this has happened. 

I certainly wouldn't want an abandonment of the Inter- 

Colonial . line because it is in an uneconomic location, 

for example, but I should really have to think about 

that. I think the whole tenor of the brief is that 

if it is national policy, even if it is losing money, 


then some steps should be taken to keep it there. 


MR. COOPER: Q. Were you thinking particular: 
of branch lines there? 

A. No. When I am talking about railways 
as instruments of national policy, x think here I was 
talking about the whole situation, the C.P.R., the 
Newfoundland Railway, and things like that. I wasn't 
thinking specifically of branch lines in this particular 
bit. 

Q. Perhaps the Chairman may have touched 
on this point, but I should like to put this question 
to you. 

To what extent, if any, should the financiel 
needs of tie railways be subordinated to their use as 
instruments of national policy? 

TH™ CHATRMAN: Which is the very vital 
question. 

MR. COOPER: Well, I think so, Mr. 

Chairman ; I hope so. 


THE WITNESS: I shouldn't think that the 
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1 
2 railways and, by the same token, the freight shippers, 
3 should be burdened by national policy. But what I 
d think in this matter - and this is probably not what 
5 the Parliamentarians think, the Government thinks; 


6 this is my opinion -- I don't think that the freight 


5 Shippers or the railways -- and, of course, it never was 


8 proved that they are burdened or anything else -- I 
9 don't think they should be burdened by national policy. 
10 Q. Then you don't think that the financial 
11 needs of the railways should be subordinated at all 

12 to their use as instruments of national policy; their 
13 financial needs should come first. Now, if they are 
14 used as instruments of national policy, and thereby 

15 their financial position is weakened, then the amounts 
16 by which they have suffered should be made up by money 


17 from government sources. Is that what you are saying? 
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A. That is what I am saying, but I want 
w make it clear now that I do not know if the 
railways are suffering, and I am not a financial 
expert. This is a sort of hypothetical question, 
if the railways are Gueren ae! I don't know 
whether they enter ae, but if it were proved 
that they were suffering and also freight shippers 
were suffering, then I think they should get 
something first - or they should not be put after 
national policy; the freight shippers and the 
railways should not bear purden of national policy, 
that is what I am saying. 

Q. Would it be correct to say that it 
is national policy itself in this country to have 
financially sound railways? 

A. Yes, certainly, I would say that. 

Q. May I direct your attention to your 
Figure 2 there on page 23. You show there 
population in thousands and distances from Vancouver, 
Canadian prairies and U.S.A. Pacific coast (towns 
over 50,000 population). Now, would you look at 
the 300 mile arc there. Now, if you completed the 
circle of which that are is a@ part, what would pe 
the population figures within that 300 mile area 
be excluding the 934.9 figure there shown? In 
other words, what is the population of other parts 
of British Columbia within a 300 mile radius of 
Vancouver, and also the population of the Greater 
Vancouver area? 


A. If we take it on the same basis as 
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this table, is that what you want? 

Q. Take it that way first. 

A. Well, I think in 1951 - and these 
are 1951 figures, the census figures - I think 
but I am not sure, that the population of Vancouver 
was around 600,000. 

Q. Substantially over that now? 

A. I had better check that from the 
Canada Year Book. | I know it is 738,000 now. 

Q. Perhaps we could put that figure in 


the circle. 


A. In the circle, Vancouver -- 
Q. Vancouver circle. 
A. Going east from Vancouver in the 300 


mile circle there are no towns over 50,000. 

Q. Are there any towns over 50,000 within 
a 300 mile radius? 

A. Going over to Victoria there is 125,000 
BE think 125,000 in Greater Victoria. 

Q. What about areas where the population 
is less than 50,000 in towns. 

A. By the way, in the circle there, when 
I said this figure is about 600,000 in the sreater 
Vancouver area, the whole - which goes pretty well 
Gown to the border ---~ 

Q. That is the figure which you said later 
is 738,000. 
| A. That goes about to the border. Going 
east we have about, in 1951, I should sey, 175 
er 80,000 in the Okanagan. 
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TORONTO, ONTARIO (Cooper ) 
Q. 175 - 80,000? 
A, Yes, in the total area around 


Vancouver 300 miles I would say that it would have 


been about 800,000 population as of this date. 


Q. That does not include the 738,000? 
A. Including that. 
Q. Including that now 738,000 as 


greater Vancouver? 

A. No, we are getting on a little 
aqifferent basis. T am talking about 1951 when I 
said 600,000 of greater Vancouver. 

Q. I am sorry. 

A. This is down to the border. Then 
continuing the are of 300 miles around Vancouver. 

Q. In 1951 figures about how many? 

A. 600,000 in greater Vancouver. The 
whole area about 500,000. I will nee you the 
precise figures as soon as I get the population 
statistics. | 

Q. For years later than 1951, in fact 
up to date? 

A, No, I cannot do that because che 


census is once every ten years. 


QQ. Whatever the latest census figures 
are 

A. Yes, 

Q. In Table 14, the rail figures in this 


table include intra-provincial movements, as I 
understand it, is that correct? 


he Yes. 
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Q. Are they made up on the same basis 
as the tables on page 17, so that the incoming 
in Table 1h is she eal valent of the unloaded in 
British Columbia in Table 8, and the outgoing 
the equivalent of loaded in British Columbia in 
Table 8, except, of course, that I recognize that 


they are for different years? 


A. Yes, they are the same basis. 
Q. Now, I come to page 24, and I direct 
your attention to the paragraph immediately under 


the heading "British Columbia's dependence on rail". 


"Shipments from British Columbia, being 
bulky, heavy, and travelling long distances, 
are ideally suited us rail and are in bane! 
cases pad to railways as there is no 

ee dein ae competitive form of transportation 


for these types of commodities." 


is water shipment reasonably competitive to any 
Significant degree? You might tell the 
Commission what water services there are from 


< 


British Columbia. Let us put it this way, water 
services to points on the western coast of tue 
United States and water services to the Atiantic 
seaboard, 

A. Yes. Of course, we have really not 
very much water transportation of lumber around 
eastern Canada. It gets about es far as Néw York. 

3 Is there a significant movement by 


water to New York? 
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TORONTO, ONTARIO (Cooper ) 
A Yes, and how significant I cannot 
Sell you. I would have to look at some 


statistics of that and I could let you know 
later. | 

Q. Yes, I would like to know later. 

A. Of course, there is a very good 
reason for water movements to United States ports, 
and this is, of course, that foreign bottoms 
cannot be used in cabotage in the United States. 
So we load lumber on foreign ships in British 
Columbia, that is Norwegian ships, what have you, 
and send to the United States points instead 


of Seattle, which would have to send it by rail. 


Q. You send that lumber through to 
eastern ~- 

A. Eastern United States. 

Q. United States ports? 

A. Yes, because, of course, sea 


transportation is very much cheaper than rail up 
to these distances, up to New York anyway. 

Qe Well, would you not say then that 
water trasnportation from British Columbia is 
reasonably competitive to rail transportation, 
certainly in the area which you have mentioned, 
that is, lumber? 

A. Welid,.it certainly is, not reasonably 
competitive to eastern Canada. 

Q. But what about the other markets? 

A. Well, of course, it is competitive 


to coastal points of the United States 
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TORONTO, ONTARIO Cooper ) 
Q. Yes? 
A. But the United States is very big 


and if it goes to a coastal point, then of course, 
it cannot be ahi gead very far inland before you 
start incurring these high freight charges 
again. 

To the coastal point in the United States 
I would say it is competitive, but of course, 
most of our market in the United States is in the 
mid-west, Chicago and points like that, the heavy 
populated areas nowhere near the sea ports. Oyr 
biggest market, I think - I am not sure but I 
think it is in the mid-west of the United States. 

Q. But in any event there is a water 
movement of lumber out of Vancouver? 

A. There is a water movement to coastal 
points in the United States. 

Qe Exactly, and that is competitive with 


raii, is, that right? 


A. That is right. 

Q. To those points? 

A. That is right. 

Q. And similarily there is a water 


movement through to points on the United States 


eastern seaboard? 


Ae To the Avtiantic seaboard, yes. 
Q. And you say you have not the figures 


for those movements, but I take it they are 
significant? 
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checking it, I know that it does fluctuate an 
awful lot. sometimes you get high shipping rates 
and there are no movements at all, nitede there 
is a long-term charter and I know there are very 
few of those going about for lumber. So it is 
very spasmodic indeed, bei I think we do depend 
very mainly on rail, and especially for the 
interior United States as well because shipping 
rates are so spasmodic and it is not everybody that 
can fill a ship up and send it away. 

THE CHATRMAN ; Is there any water movements 
from Montreal to Vancouver? 

THE WITNES: From Montreal to Vancouver I 
bélieve there are one or two, not very much 
though. 

‘THE CHAIRMAN: They are not scheduled. 

COMMISSTONER ANSC OMB < No regular schedule. 

THE WITNESS: I am informed there is a 
regular schedule, Saguenay Terminals is one. 

THE CHAIRMAN: How often io they run? 

THE WITNESS : Three this year. 

COMMISSIONER ANSCOMB: Three, do you iean, 
in a year? 

THE WITNESS: Or three 

COMMISSIONER ANSCOMB: Is that the. aluminum 
eraft that do that? 

THE GHATRMAN: There was another line tht 
we were always hearing Was going to run. It nas 


not run yet, Mr. Brazier? 
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MR. BRAZIER: No, I think the railways 
met the competition and the steamship went out of 
business. 
COMMISSIONER MANN: Before you leave this 
point, Mr. Cooper - you said, Mr. Hughes, that, 
for example, to the eastern United States seaboard 
water shipping is possible because of the possibility 
of using foreign ships. 
THE WITNESS: That is right. 
COMMISSIONER MANN: In this service. 
Between Vancouver, and, say, Montreal or the 
Canadian eastern eavourc: you can use British 
Commonwealth Registry ships, which also, as you 
know, have lower wage rates than Canadian ships. 
Ts the existence of the steamship service between 
Vancouver and the eastern U.S. seaboard EE 
therefore only on the availability or the possibility 
of using foreign ships, or is there something 
else that enters, namely the volume? To the 
U.S. seaboard you could probably sell more lumber 
than you can to the Canadian seaboard, quite 
apart from the wage structure. 
THE WITNESS: It does depend on this. if 
the United States law on cabotage included 
Canada, then we would not get any traffic tc the 
‘United States by sea. | 
COMMISS1ONER MANN: Are you presently 
shipping lumber to New York and then to Newfoundicana’ 
THE WITNESS: I don't know. 


MR, COOPER Q: Would you go to Table 15 on 
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page 26, Mr. Hughes, taking the waybill sample of 
inter-provincial movements, 1957, distance and 

cost characteristics of competing shipments by 
Lee you have lumber there, Britim Columbia 
to Ontario, and you have an average charge per 

ton there of $28. What percentage of the sales - 
and perhaps I have already asked you this question 
and you may have given the answer -~ what percentage 
of sales of lumber, British Columbia lumber is 

made in Ontario? Was that figure merely two per 
cent derived from Figure (17 | 

A. What percentage of B.C. lumber sales 
were made in Ontario, did you say? 

"@. Yes, I think you stated two per cent 
when we were talking of Figure I in eastern Canada. 

A. Yes, that is eastern Canada. 

wy Now, when you use the term “eastern 
Canada", do eae mean anything ---. | 
| Bhs Yes, I mean eastern, I mean Ontario, 
Quebec. 

Q. What is the principal source of 
competition for British Columbia lumber in the eastern 
Canadian market? 

A. Oh, we have Maritimes - speaking about 
lumber alone here we have Maritimes, the United 
States. It depends what type of lumber you are 
talking about, but we have United States lumber 
coming in. 

| Qe Well, perhaps you want to distinguish 


them between various varieties or grades or types 
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of lumber? 

A. When we are selling from the coast of 
British Columbia, then we just cannot reach the 
Ontario market with this dimensional lumber. We 
are being cut right out of that market with the 
percentage increases since the war. 

Q. So you have no sales of dimensional 
lumber in the eastern Canadian market? 

A. In the eastern Canadian market; from 


the coast, from Ontario, which is nearer. 


Q. I understand that term to be 2 by 4's 
generally? | 

Bis Yes. 

Q. Or lumber of other dimensions generally 


used in building construction? 
” B Mainly in construction, yes. Now, 

from the interior, of course, they do compete in 
eastern Canada and their main competitors are 
Ontario and the Maritimes, Quebec. 

Q. So from the interior of B.C. dimensional 
lumber is shipped into eastern -- 

A. Is competitive in eastern Canade. 

Q. And is competitive there with the 
dimensional lumber from the Maritime provinces 


and Ontario and --- 


A. Ontario, Quebec, and I believe United 
States too. Now, coming down to the type of 


lumber which only British Columbia sells in Canada, 


then we are competitive in eastern Canada and also 
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in the eastern United States, in the mid-west, 
particularly with Oregon, Washington, am this is 
our main competition there - for the big types of 


lumber, square lumber. 


Q. Timbers? 

A. Big boards, and so on. 

Qe ‘Timbers, and clears I believe. 

A. Yes 

or And with that class of lumber you 


are competitive or in competition with the westert 


United States sources? 


A. That is right. 
Q. In the United States market, the mid- 


west and the east, and in the eastern Canada market, 
is that correct? 

A. Yeo: 

Q. Have you any information at all on 


how much of the market in eastern Canada is 


supplied from western United States sources and 


how that timber gets in? 
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A. I don't know the figures and I con't 
realiv kmow if I could get them, unless I wene 
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Qo Hae the eastern Canadian marke: been 
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in vecent yesrs, do you know that? 
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this dimensional lumber, and especially now 

it is contracting. ane gee awful lot of 
competition in there, especially from the west 
coast of the United States. 

Q. And, I presume, substitute products 
are coming in to take the place of lumber? 

A. Yes, there is always that, plastics 
and steel and concrete. 

Q. This Table 15, like others in this 
submission, and this is what I have already touched 
upon, gives an average charge per ton without 
regard to distance. Do you consider that the 
average charge per ton for lumber, British Columbia 
to Ontario, as compared with the like charge, 

New Brunswick to Ontario, is unvpeasonable, having 
regard to the difference in average hauls? You 
have got an average charge per ton for a haul of 
2,516 miles in the case of British Columbia of 
p28; in the case of New Brunswick, $18 for an 
average haul of only 836 miles, 

A. Well, of course, we have the average 
charges per ton from British Columbia, $28 thera. 
Woether that is reasonable or not depends a lcs 
on the cost, and, of ccurse, we have higner cur 
loadings from British Columbia. We are sending 
through in fully loaded cars. I think probably 
40,000 lbs. would be a good estimate, 3°. 40. 

COMMISSIONER MANN: 410 you say? 

THE WITNESS ; Oh, I beg your pardon, 60,006. 

MR. COOPER Q@: I am only thinking cof the 


figure as relative. 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex. 13460 
TORONTO, ONTARIO / 
(Cooper) 


A. I am looking at whether they are 
reasonable in terms of the cost that the railways 
have in getting it through to the markets, and 
it is very hard to say whether they are unreasonable 
or not, but I would look at it this way, that 
while we don't know much about the cost, the 
charges are pretty high, but we don't know much 
about cost, the relative cost between New Brunswick 


and British Columbia. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Hughes ; 


cr-ex 13461 


(Cooper) 


Qe In previous questioning this morning, 
Mr. Hughes, I think you indicated fairly clearly that 
what British Columbia is concerned with in this 


submission is the absolute charge of getting to a 


market -- the absolute charge per ton, or whatever 
measure there might be -- rather than any relative 
charge? 


A. That is right. There is a lot of 
reasons why the charge is $28. It may seem low to 
you, but the cost per ton-mile and the distance to 
the shipper does not mean anything. He does not 
know anything about that. What he looks at is the 
charge per ton. It is $28 as against $18 from 
New Brunswick into this competitive market. 

Q. The situation in this table is the same 
as the other. What British Columbia is really saying 
LS: Our charges are high, and we are not interested 
in the relative situation. Is that right? 

A. That is right -- well, I would not say 
we are net interested in it, but I do not think the 
figures to the shipper are meaningful. 

Q. And if they are not meaningful to the 
shipper, then I take it that British Columbia, in this 


submission, is not primarily interested in them; is 


A, Yes. 
THE CHATRMAN: But our problem is that the 
man from New Brunswick is a Canadian as well as the 


man from British Columbia. He is a Canadian citizen, 
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b ANGUS, STONEHOUSE & CO. LTD. Hughes, Cr =X 13462 
TORONTO, ONTARIO 
(Cooper) 


is he not -- the man from New Brunswick? 

THE WITNESS: I realize that, Mr. Chairman, 
ana they are both competing in this market. I am 
talking about comparative costs of getting the 
product into the market. I am not saying one is high 
or low. 

COMMISSIONER GOBEIL: - You must conciliate 
that with the cost of service. 

THE WITNESS: The $28 may seem low to you as 
against $18, but we do not know the costs, and, as I 
say, we get 68 lbs. in a car of lumber; what do we 
get in New Brunswick? The car loadings might be the 
same. 

COMMISSIONER MANN: About 52. 

THE WITNESS: The relative costs of the 
service may not be very much out. We just do not know. 

MR. COOPER: Q. Mr. Hughes, commencing at 
page 26 at the bottom, you deal with the question of 
horizontal percentage increases. I quite realize that 
if the cost of service principle is found acceptabie 
and is recommended and is put into effect then we woul 
not have, according tc your submission, any further 
horizontal percentage increases, and that problem worid 
disappear. Thateispright, cisrit: not? 

A. Yes. 

Q. Now, assuming, for the moment that this 
eost of service principle is found unaccevtable anc is 
not put into effect, have you any suggestions as to 


how this Commission should deal with this problem of 
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ee erage Hughes, cr-ex 13463 
(Cooper ) 
horizontal percentage increases? 

Re Well, I must start about it by saying 
that horizontal percentage increases are completely 
outdated. I cannot see any reason or any good sense 
for them in an age of competition. They are completely 
outdated. They just do not belong any more in the 
Canadian freight rate structure. I deal with this in 
my brief. If we do not get Part 2 accepted, then what 
are we going to do? I think that percentage ivereaséa 
are not in the best interests of either the railways 
or of the shippers. From the shippers! point of view, 
of course, a flat increase puts the burden on the long 
haul. It inhibits traffie movement. The bulk shipper 
gets burdened. The railways are not making the best 
of their opportunities. They are not looking at 
individual rates in the light of the cost and demand 
relationships, and I think that individual tariffs, 
or bleecksof tariffs, should be increased selectively, 
taking account of the out-of-pocket increases, of 
course, and the demand conditions. Now, £ would put 
a limit on that. If we take the demand concitions 
for captive traffic, then, of course, they woud take 
pretty well all of the percentage increase, so I think 
that tne captive shipper imst be vrotected in some way 
precisely because in the growth of competition, any 
percentage increase at all would place more anc more uf 
a& burden on him. i would go for selective rate 
increases on selective tariffs in relation to cost ard 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13464 
TORONTO, ONTARIO (Cooper ) 


Q. Your answer is selective rate increases? 

A. Yes. 

COMMISSIONER MANN: Mr. Hughes, is not that 
essentially, apart from the captive traffic, what 
happens today, except that the railways make the 
selection after the application rather than before the 
application? 

THE WITNESS: They then put the 17 per cent 
increase onto all of the non-competitive traffic. That 
is a flat percentage increase. Then, a lot of that 
non-competitive traffic immediately becomes competitive, 
and they are not being very selective in it. 

COMMISSIONER MANN: Where the demands of 
schedules indicate that a hold-down should be applied, 
or a reduction should be made, bat iovine the imposition 
of the increase, then that is being done so that you 
have, in effect, a selection, or a selective increase, 
after the Board has authorized a general increase. 

THE WITNESS: Well, you may do, but by 
that time it is too late because the traffic has 
already gone to the trueks. The shipper finds he is 
getting the service by the trucks, and whateve. the 
rate the traffic will never come back to the railways 


Me 


in a great many instances. So, even though they may 
doing it in a rough way, they put the increase on tne 
non-competitive traffic and they wonder why they ics= 
that traffic to the trucks. 

COMMTSSIONER MANN: De you think it would 


bring about the desired end to have selectivity before 
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5 .s OUSE & CO. LTD. 
Selig Sue csi tee hg shi 
(Cooper ) 


the authorization, rather than after? 

A. I certainly do, yes. 

THE CHATRMAN: Does not the taper 
principle correct the horizontal percentage increase 
for the long-haul shipper? 

THE WITNESS: No, it does not, Mr. Chairman, 
because we are paying, in the example here, $28 a ton 
as against New Brunswick's $15 a ton. 

MR. COOPER: Q. That is in Table XV? 

A. Yes. 

Q. And that is on page 26? 

A, Yes. With a 10 per cent rate increase, 
we pay an additional $2.80,and the New Brunswick shipper 
pays an additional $1.80, so the relationship between 
the producers gets worse and worse 4S we go on with 
percentage increases. 

COMMISSIONER MANN: That is on the proviso 
that your rates on lumber are not related to the 
American rates, and therefore do not take the Canadian 


THE WITNESS Well, we get Americar increase 


t 


act some time or another. They are not done av the 29 
Level. 

MR. COOPER: Qo I now move to Chapter © of 
your submission, Part 1, dealing with the bridge suosidy. 
We have had a great deal of evidence about the briige 
subsidy, and I do not intend to go into it in any great 
detail, but I would like to direct your attention to 4 


statement at page 37, which I suggest is not correct. 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, ecr-ex 13466 
TORONTO. ONTARIO 
(Cooper ) 


You say there: 

"A great deal of traffic in the open navigatio 

“season travels by rail-lake-rail at rates 

"below the all-rail tolls. Thisstrarfiic,.as 

"4t goes by water and does not travel over 

"the bridge, does not qualify for the subsidy. 

"However, the railways feel compelled to 

"apply the normal differentials in order to 

"maintain rail-lake-rail traffic, and the 

"differentials are based on all rail rates. 

"On rail-lake-rail traffic, therefore, the 

"reilways receive lower revenues than they 

"would in the absence of the bridge subsidy." 
I am instructed, Mr. Hughes, that the water carriers 
absorp the bridge subsidy ange den in their portion 
of these rail-lake-rail rates in order to be on a 
competitive footing with the all-rail rates. Is this 
correct? 

A. Yes, but my understanding in this is 
that this is on railway and on ships, and the authority 
for this statement, if I may give it to you -- it is 
my understanding that it is on railway on ships that 
they apply the differential below the bridge. 


Qe Well, in any event that is your uncer- 


fi Yes, that is my understanding. 
Qe I am not going into whether that is 
correct or not, but you were going to mention the 


Source. 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Hughes ty CP-E€X 13467 
(Cooper ) 


A. Yes, if I may I will read exactly what 
they have to say here. 

Q. What is that book you are reading from? 

A. This is a book entitled "Traffic Studies" 
published by the Canadian Manufacturers! Association. 
It has no date. At page 46, it says this: 

"One aspect of this ‘Bridge! subsidy is 

*ot particular interest. The figure of seven 

"million dollars is the presumedcost of 

"maintenance (not operation). The smount of 

"this subsidy is required to be translated to 

"reflect an equivalent reduction in the 


"All-Rail rates on traffic passing over this 


"tBridget, But a large portion of East-West 
"traffic during the season of navigation travels 
"by rail-lake-and-rail and atspecific differen- 
"tials below the all-rail rate. Such rail- 
"water traffic, inasmuch as it does not travel 
“over the 'Bridge’, 13 excluded from the cal- 


"eulation involved in translating the subsicy 
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into reductions in rates. If, however, tne 
Hy © 


yal" -lake-and-rail rovt<es are to be msin- 
"cained, the carriers mixt aooly the normal 
"differentials. The result has been thst the 
"esrrters in order to maintain their “ake 
“routes, must base theixy differentiatsa on 

"She reduced all-rail rates. Therefore, the 


"railways, on rail-lake-and-rail traffic, 


"receive less than they would otherwise cbtainn 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13468 
TORONTO, ONTARIO (Greene) 

"and, of course, do not gain (or lose) on ali- 
"pail traffic. The net result is that the 
"pailways joining in such rail-water routes 
"actually lose because of the 'Bridge! 
"subsidy." 

That is my authority, and it is my understanding that it 


is railway and ships. Now, it may apply to other 


ships. 

Q. Your understanding is that it is what? 

A. It is my understanding that it is railway 
on ships. 


MR. COOPER: Well, our friends from the 
railways can go into those points, but that is not my 
understanding. 


MR. McDONALD: The Canadian National has no 


MR. COOPER: Qe There is a statement 
preceding what I read on page 37 which is as follows: 
"Not only British Columbia loses by reason of 


Aan Se ee one Pera he AE fre eee ERE ee Re ME rare “fee” gree 
"the bridge subsidy but the railway dissive 
ca Be 


= Bus 
"its revenues by voluntary reductions not 
"required by law, thus further burdening the 
"shippers whe have to vey full rates," 
What do you mean by “voluntary reductions not reguired 
Law"? 
A. i thick the two paragraphs should be Jicinsd 
together. I mean precisely this rail-lake and all-rs3%? 


Situation. 


Q. When you say "voluntary reductiong not 
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1 
; required by law", you are referring to reductions which 
4 you have said the railways make in connection with 
A this rail-lake-rail movements to hold the differential 
5 having regard to the bridge subsidy and which I have 
6 intimated is not the situation. 
7 A. That is right. 
P Qe I have said that I am not going to go 
9 into any detail on this matter of the bridge subsidy, 


10 but I just want to put to you in as short a form as 
11 possible what I understand to be the position of 

12 British Columbia in respect to this subsidy, and you 
13 can tell me whether I am right or wrong. As I under- 


14 stand it, British Columbia maintains that the bridge 


15 subsidy causes these shippers unfair competition in the 
16 prairie markets because the products of British Columbia 
17 compete in those markets with products moving from 

18 Ontario, those products having received the benefit of 


19 the bridge subsidy and, therefore, being subsidized 


20 where the products moving from British Columbia are not 
21 béing subsidized. Is that correct? 

99): A. Yes. 

73 Q. And, secondly, thet this disadveancage 

94 suffered by British Columbia is not compensatec for by 
25 any advantages obtained by Britisn Columbia. 

26 A, yes. 

27 Q. The only possible advantages cbtained 

28 by British Columbia are too small to be given serious 
29 consideration because only 20.5 per cent of carlead 


30 traffic originating in British Columbia on the 1957 “igunes 
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| (Cooper ) 
moves over the bridge, and of that 20.5 per cent only 
20.4 per cent is eligible for the subsidy; is that 
right? 

A. Yes, 

Q. Purthermore, there is only a small 
movement of sUbee1vke traffie inte British Columbia, 
and that movement is too small to be significant in 
volume, and, in any event, that movement into British 
Columbia of traffic which has received the benefit of 
the bridge subsidy unfairly competes in British 
Columbia with British Columbia distributors; is that 
correct? 

A. That is right, yes. 

Qe Does that summarize, then, the position 
of British Columbia with respect to the bridge subsidy? 
That, of course, leads to the recommendation which you 
have made at page 37 that the bridge subsidy be 
abolished? 

A. That is right. 


Qo Now, I move on to "Unremuinerative 


Services" which commences at page 39. in the first 
baragraph you define out-of-pocket costs <--- 

MR. FRAWLEY: Mr, Cooner, there was one 
statement on page 33 in respect to which the record 
needs correcting. I do not know whether Mr. Hughes 
knows this, but he says that on coal to Cntaric the 
bridge subsidy does not apply. 

MR. COOPER: Mr.Frawley, that wes corrects: 


by Mr. Brazier this morning, I think, before you arriv:d, 
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perhaps. 
THE CHAIRMAN: Yes. It has only been in 
efiect for a few days. 
| MR. COOPER: Yes, since June 1, 1960. 
MR. FRAWLEY: Yes. I do not know whether 
any coal has moved yet, but some of that coal originates 


in the Province of British Columbia. 


---Luncheon Adjournment. 


, eer a oy a ms 


Cri sade. 
asiiteshy worl 
Sstectgine L809 


’ 


deremerruvet BA sosronml~-- "| 
. EN oy . 


ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex. 13472 
TORONTO, ONTARIO (Cooper ) 


~-On resuming at 2:00 p.m. 

THE CHAIRMAN: Order, please. 

MR. COOPER Q: I had just commenced, Mr. 
Hughes, at the luncheon adjournment, Chapter 3 
on unremunerative services. I refer you to your 
first paragraph there where you define out-of-pocket costs 
as including not only direct expenses such as 
labour and materials but also depreciation and 
interest on the capital employed in such services. 

Is it accepted practice, Mr. Hughes, to 
include depreciation and interest in out-of-pocket 
costs? 

a Yes, it is accepted practice. These 
are true out-of-pocket costs, they are variable 
costs.) I have gone into it a little more in .- 

Part 2 where I define exactly what I mean by 
"out-of-pocket costs" as being average variable 
costs. I am using the term as average variable 
costs. If the costs vary with the traffic, and this 
is a long enough period, then it will include 
depreciation and interest on capital. Out-of-pockst 
costs would show up if you are doing a regression 
on it the way it has been done in the grain study, 
and out-of-pocket costs would show every cost that 
varied with particular traffic or the output unit 
you are using. It weuldnot from an accounting basis, 
but from a statistical basis it would include 
depreciation and interest on capital employed. 

Q. Your definition of "long run" is 


a period sufficient to show or to cover normal business 
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fluctuations, that is two to three years. 

A. Yes, I think long enough. The 
railways used three years Me their grain study, and 
I talked about this matter to other railway people 
and they thought two or three years was a normal 
time. 

Q. In the second paragraph you have the 
heading "Effects of unremunerative services", and 


it is the first sentence: 


"The effects of providing non-compensatory 


services are well known", 


I take it you are using the words ‘umremunerative" 


and "non-compensatory" as synony nous. Is that 


correct? 
A. ‘That is correct, yes. 
Q. In the paragraph commencing at the 


top of the second column at page 39 you state: 


"The raising of rates above costs encourages, 
say, trucking whose costs may be higher than 


rail but whose rates are lower." - 


and then you point a misallocation of resources 
occuring. or 

Would you just explain and perhaps comment 
on that sentence I have read? I am not quite sure 
I understand the meaning. 

A, Yes. I am here talking about co- 
ordination of transportation. I am saying that each 


type of transportation should get the traffic for 
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Which it is best suited. Now, there is only one 
way to do this; there is only one way to do fyi 
in Canada, and that is through our price mechanism, 
where the agency, the transportation agency with 
the lowest price will or should - or, rather, 
Will get the traffic. Now, then, this depends on 
the shipper, of course, having a free choice, as 
we assume he does in Canada; it also depends 
on whether the prices charged are based on cost. 
If the pices are based on cost, then the shipper, 
of his own free will, chooses the form of 
transportation which is the least costly from the 
point of view of providing the service. if there 
is no freedom of choice, then obviously there is 
no co-ordination, or if we get interference with 
the cost mechanism so that prices are below the 
cost of providing the service, then obviously the 
shipper will not be interested in the cost of 
railway or trucking working; he is only interested 
in) the price he will get charged. So he may, in 
fact, through going to the agency with the lowest 
price, be using the high cost agency, and this is 
what I am saying here. If the railway loses money, 
out-of-pocket loses, and attempts 68 reeover them 
somewhere see then it may result in this un- 
coordination, or whatever the word may be. 

Q. You mentioned in Canada coordination 
of transportation media is accomplished by means 
of the price mechanism. Is there any other way of 


doing it? It is done other ways in other places? 
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A. Well, presumably - and I don't know - 
presumably in the Russian system there is a man 
who, say - or any system like that - there may be 
aman who tries to put traffic on to the form of 
transportation to which he thinks is best suited 
to carry the traffic. 

ey In other words, what you are saying 
is that in a free enterprise economy coordination 
of transportation media is and should be accomplished 
through the pricing mechanism? 

1a. Coordination of transportation media 
can only come through the pricing mechanism, yes. 
| Q. On page 42 you are referring generally 
there to policy we dines Haat twas for the passenger 
deficits, and in your submission on passenger 
deficits as contained oebedice 42 and generally 
in your chapter here you take the position generally, 
as I understand it, and, among other things, total 
abandonment of the arts cutee service which incurs 
the deficit, and you deter to that specifically 
on page 43, and at page 44 you say that new thinking 
is needed on abandonment policy. 

Now, can you assist the Commission by 
any suggestions in addition to or supplementary 
to what you have in your submission as to what 
changes should be made, by legislation or otherwise, 
in passenger services abandonment policy? 

A. I don't know that I can help the 
Commission very much because they know much more 


about what is public interest than I do. What 
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may need to be looked at - and I am not saying it 
does, in fact; I am not sure where the onus 
lies now, but in this Section 168 of the Railway 
Act, as I read it - I don't know if I have got 
the right one there - anyway the onus seems to 
be now on the railway for ‘proving a case in 
abandonment. Now, it may be in the national 
interest, in the public interest; I don't know. 
It may be we need to speed up abandonment , 
especially if paseenger service, more so, than, 
I should say, ened tt service - and it may be 
this should be looked at; maybe somebody else 
should have the onus. 

Q. You used the phrase "in the public 
interest" and the words "the national interest" What 
do you andesstahd by that phrase? 

A. I am thinking of the interest of 
Canada as a whole and Canadians as a whole and 
shippers and passengers, commuters, industry ~ 
everybody wis has an interest in the wiereava 
welfare in Canada. I don't conceive of public 
interest as being the public interest of a smell 
tiv iece somewhere served by @ passenger trein 
that may run once a week; I don't think this 
is public interest. I think we should have a 
much wider view of what the interest is. it as 
really the interest of Canada that we are looking 
at and not the interest of perhaps small segments 
at the disadvantage of other Canadians; you may 


have to look at other positions. 
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Q. Is your position, then, on passenger 
service wie teamed that the railways should be 
given greater latitude than they presently have? 

A, Well, it may need looking at, and, 
to tell you the truth, I am not the guardian of 
the ne interest and I -- 

THE CHAIRMAN: Should be changed. 

THE WITNESS: No, I think that new thinking 
is needed on it, and I haven't really thought 
about it too much, and if I said such and such 
changes are needed I may change my mind about 
it tomorrow, because I don't think I am a 
sufficiently knowledgeable to know what is public 
interest in Canada and to know what is needed 
doing. It doesn't seem to be a very definite 
answer, I am afraid. 

MR. COOPER Q: On page 46 you mentioned 
if a community deems the service - and there you 
are speaking of commuter services - to be essential, 
then it should find the means, either by subjecting 
itself to fare changes, or by subsidy, or a 
contractual arrangement with the railway, to maintain 
it. 

I tnink whet you are saying there is if 
a commuter service is unremunerative and a city 
wants it or some other local authority wants it, 
then it is up to that city or that local authority 
to provide money to the railways to provide the 
service without losing money. 


A. Yes, that would be a good way of doing 
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iG; I have clipped something out of one of 
the traffic Sourna ds} and I see Philadelphia is 
subsidizing rail commuter services, and Mr. 
Donald Gordon, before the Royal Commission on 
Canada's economic prospects, suggested the same 
thing, that contractual arrangements with the 
particular municipality interested in such 

a service may solve the problem. 

Q. You would consider that such 
subsidies or financial assistance to maintain 
these unremunerative commuter lines should be 
maintained at a local level rather than a 
provincial or national level? 

A. I think the local level would be the 
first place to start, and if the local eat 
was not rich enough and it was in the provincial 
or national interest to keep the service, then 
the assistance should get higher and higher. 
Services which affect one particular community 
and the railway wants to abandon it, then it 
may be in the national interest to look after 
this particular problem to look after the 
interest of Canadians as a whole. 

Qe I ects to ask you one or two 
questions with respect of abandonment of branch 
lines, and, incidentally, I think that section 
of the Railway Act to which you have just 
referred as, Section1i63, applies to Re ens 
of operations of lines of railway other than 


passenger services. But, in any event, have you 
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any specific suggestions to make as to changes 
in legislation or otherwise on the question of 
abandonment of branch lines? 

A. At this stage I would say no. I 
think I would have to look into it and go through 
the Railway Act and the present law to see what 

ee ppene 

Q. Have you given any consideration to 

_ this matter in connection with your suggestions 
ook a new pricing structure contained in Part 2 
of the submission? If the railway rate making 
proposal contained in Part 2 were brought into 
effect, what would be the position with respect 
to branch lines? I don't want to anticipate your 
Part 2, but I thought I would put that question 
to you. 

A. I think that many branch lines weule 
automatically be priced out of existence, and 
then if this was done or was in the national 
interest or somebody's interest to keep those 
lines there, say, because of grain or something 
else, then I can see the railway system as being 


a main line system with healthy feeder routes, 


pranch lines, feeding into the main arteries, 

and I think if that was accepted, then a lot of 
the branch lines may reflect their true costs. 

I think our Part 2 would bring about a main line 
system with fie thy feeder lines on it, and the 
true cost of transportation would be rer Ieoted. 


Q. When you are speaking of healthy 
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feeder lines, you are speaking of healthy branch 
ines? 

A. We would knock off all those branch 
lines, if it reflected their true operating costs, 
and there may be some alternative means of 
transportation, but the railways are only kept on 
that line because the prices don't reflect the 
true cost of that line. 

Q. To enable your proposal to be effective, 
should it not bé made easier for the railways to 
abandon branch lines? 

ny, I know it is very difficult to - 
or the railway says it is very difficult to abandon 
branch lines. In recent cases I haven't found 
any instances really where the railways have been 
denied - I think there are just one or two cases, 
but they are becoming very rare. It doesn't seem 
to be too difficult now to abandon branch lines. 
Now, when the worst branch lines get off the system 
and we come into marginal cases, then it may 
become very difficult. 

Q. What you are saying is that once an 
application is before the board, then it seems 
to meet with success for ‘abandonment of branch 
lines? | 

A. Yes. But Mr. Donald Gordon again - 
I would like to read what he says, if I may. 

Q. Yes, ce 2 

A. This is the House of Commons First 


Session - Twenty-fourth Parliament, 1958, Sessional 
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Committee on Railways, Air Lines and Shipping, 
Pruceedings and Evidence No. 1, 14th and 15th July, 
1958, page 94, 
"MR. GORDON: I have a statement here that 
goes back into the years on the track miles 
abandoned. The record of the last thirty 
years shows that we have abandoned a matter 
of 1,269 track miles and in the period 1955 
to 1957 which I presume you are especially 
interested in, the abandonment was 165 miles 
of which 155 miles were in Canada. 
MR. BROOME: Should not that program 
be accelerated? 
MR. GORDON: We would like to accelerate it 
in many cases, but when it comes to the 
abandonment of lines, as I said earlier today » 
that carries very fierce anpeene ven and we 
cannot abandon a line without a erdes from 
the Board of Transport Commissioners. We have 
a Hearing because aavons who has any reason, 
legitimate or otherwise, to object to that 
has the privilege of appearing before the board 
and stating his objections. The abandonment 
of lines is one of the things we must do in 
many cases to cut down our deficit, but the 
resistance and the objections that are 
raised every time makes that practice very 


difficult indeed." 


Now, that is the end of the quotation, but 
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it does point out the fact that the railways have 
tie feeling that there is a great deal of 
difficulty in abandonment. But unless I go to the 
hearings and read the transcript, which I don't - 
I haven't time to do it - I can only assume there 


is a very great deal of difficulty in abandonment. 


(Page 13487 follows) 
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Q. Well, that is precisely the point of 
my question. Do you think that some of those difficulties 
or all of them should be removed by changes in the Legis 
lation or otherwise, so that when the railways apply for 
abandonment, they are not going to be faced with the 
fierce opposition that Mr. Gordon speaks of, if of 
course they are able to establish that the branch line 
is unremunerative* 
A. Again I am not prepared to say whether 
the Legislation is changing. It may be the regulations 
need changing; it may be the Board will do it auto- 
matically without any change in anything, Just in its 
thinking. I do not know really what is in the public 
interest at this stage. I just cannot, I am not qualifie 
really to say what is the public interest I don't think. 
Q. Now, it might be suggested that in this 
matter of abandonment of branch lines, once the railways 
established that the branch line was unremunerative, 
then the entire onus should shift onto those opposing 
the application, and indeed, perhaps it might even 
be suggested that the Board of Transport Commissioners 
then would take action on their own motion with 
respect to abandonment of branch lines, so that the 
fierce opposition would not be directed at the railways 
but rather at the Board. Now, would you have any 
ideas on those points? 
A. I think the onus is shifting now, the 
onus seems to be shifting to the shippers without 


any change in the Act. It just seems to be that the 
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shippers and the people interested in the community have 
a tough time -- I know it is very tough for these 
peovle -- and they really turn out in force and try and 
prove that the branch line is not necessary. 

Whether you have to change the Act to do it -- 
f am not a lawyer-- or whether it will just happen, I 
don't know, but another point I would like to say on that 
is that I cannot see the Board ever going out on its 
own motion and ordering a branch line-- because it just 
would not have the cost figures necessary because I do 
not think there is any adequate staff now in the Board 
that could look at railway costs and branch lines and so 
on, 

Q. I am presuming that the Railway has es- 
tablished to the satisfaction of the Board that the 
branch line is unremunerative, and then from that point 
on the Board takes --- 

A. That may well be an answer, but I just 
have not thought about it. I do not think I could add 
mach. 

Q. Thank you. On the Crow's Nest Grain 
chapter, I have not very much to say, but we have heerd 
a great deal of &. I just want to turn to page 54, to 
your recommendations. 

"Specifically, it is recommended that, as. the 

"continued stimulation of agriculture in the 

"West and the encouragement of grain exports 

"are in the national interest but shippers of 


"other freight should not be unduly burdenec. 
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"then '(1) Crow's Nest Pass rates should remai 
"under statutory control and at the existing 
"level'." 

Do you visualize those rates remaining at the existing 
level permanently or for a period of time until the 
world wheat market improves, if it does, or what have 
you in mind there? Must the statutory rates always 
remain where they are now, at least as far as one can 
foresee the future? 

A. Well, I cannot foresee what level of 
income farmers are going to get in the future. I have 
not studied the situation of farm income too much, but 
the general impression I get is that the statutory 
rates will have to remain at the existing level, if 
the prairie provinces are going to continue to be a helo 
to Canada in the exports of wheat and so on that they 
are now. If this is for the future, it depends an 
awful lot on economic conditions that I am certainly 
not qualified to speak about. I can make hazy guesses 
about the future but that is all they are. 

Q Well, on the assumption that farm income 
increases or world wheat prices increase, on that 
assumption, should then the Crow's Nest Pass rates be 
taken out of the control of Parliament and allowed to 
find their own level? 

A. Those aré too pretty well assumptions, if 
you don't mind my saying so. I think the wheat market 
is getting more and more competitive, and I see no trend 


that farm incomes are going up. If farmers should 
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really get rich, then how do we know next year they are 
not going to get poor, and how do we know that the 
wheat market is not going to drop out again? We just 
don't know. 
I think there are more people better qualified 
to say on the wheat situation than I am. 
Q. Well, your second recommendation: 
"A subsidy should be paid to the railways 
"from national funds. The subsidy should 
"recompense the railways for out-of-pocket 
"losses arising from the carriage of such 
"grain, plus 2 fair contribution to overhead 
"at the end of each crop year." 
Now, as I understand it, that involves the determination 
each year of out-of-pocket losses and a determination 
at the end of each year as to what would be a fair 
contribution to overhead. 


A. That is right, yes. 


THE CHAIRMAN: What would be a fair contribu 
tion? 
THE WITNESS: Whatever the Board of 


Transport Commissioners, I think, thinks that tne 


farmer should bear, Well, the farmer should bear a 


fair contribution, if it has been a good -- I was goins 
to say -- if it has been a good wheat year, then there 


would not be any need for a subsidy. 
If there are out-of-pocket losses in each 
year, then the railways should be recompensed for that. 


A fair contribution to overhead, I think, would have so 
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1 
3 be determined by the Board here, 
THE CHAIRMAN: Well, what would you 
4 recommend? 
5 THE WITNESS: Well, what the traffic would 
6 bear is what I would recommend, what the Board thinks 
7 that the -- no, that is not a very good answer. On the 
8 basis of a subsidy for it, fair contribution to avers 
9 head, I think, say, the capital cost and so on, 
10 depreciation, if these enter into overhead at all. 
11 I don't know. 
12 COMMISSIONER MANN: When you say depreciation, 
13 we had that invariable cost earlier. 
14 THE WITNESS: I know, but then you have the 
15 constant expenses du the solely related lines, I 
16 presume, and things solely related to grain that may 
17 have to be taken into consideration then, or would have 
18 to be. 
19 THE CHAIRMAN: In this term you use "fair 
20 contribution to overhead". | 
21 THE WITNESS: ‘Yes. 
22 THE CHATRMAN: Do you agree with the C.?P.R.'ls 
23 submission in this connection, do you go that far? 
24 | A. Ly certainiy do nov, “no. Well, fair 
Za contribution to overhead nere, I think what I had in 
26 mind was the constant expenses which are solely 
27| related to the grain traffic. That is what I had 
28 in mind. 
29 MR. COOPER: Q. Are you using out-of-pocket 
30 losses? Perhaps I had missed this point. Are you 
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using the term "out-of-pocket losses" there as in the 
same sense as --- 

A. Yes, when the rates are below out-of- 
pocket costs, then ee is an out-of-pocket loss as I 
Like to look at it. 

Q. Why should the railways receive the 
subsidy? Had you given any consideration to payment 
of the amount of subsidy to the shipper, allowing the 
rates to be fixed, of course, on what might be termed 
a just and reasonable level? 

A, I think it would be extremely difficult 
to administer a subsidy in that way, to give it to the 
Shipper. 

Q. Is that your only ob jection, to giving 
the subsidy direct to the shipper? 

A I think it is, yes. 

Q. Just one of administration? 

A. Yes, that is it. 

Q. Well, assuming that that difficulty is 
not a very reasonable one, which would be the more 
desirable -- subsidy to the railways, subsidy to the 
shipper? 

A. I think a subsidy to the shipper. 

Q. Why? 

A. And here I am speaking really for my 
own position, 

Q, cess 

A. And I do not know really what the 


British Columbia Government may think about it, because 
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we also have some grain shippers in British Columbia. 
There may not be many, but they are there. 

I think then that traffic would give it a 
chance to move by truck over the branch lines. We 
may not have such a big branch lines deficit as we 
have now. If the subsidy is paid to the shipper, he 
will get free choice of service. 

Q. That would result in a better alloca- 
tion of resources in the transport industry as a whole? 

A, Less 

Q@. You consider then that if rates were 
allowed to or for the shipment of grain or the 
carriage of grain to export positions, that truck 
competition would en 

AX Well, of course, it all depends on the 
Level. 

Q. Oh, yes. 

A. Of the increase, but certainly truck 
competition is a very potent force in the United 
States. I know there are competitive rates for grain, 
truck competitive rates. I don't know, but I have 
no doubt there are truck competitive rates for domestic 
grain in Canada now. 

I think that gradually it would take 4 shift, 
especially on the branch lines, to trucking into what I 
would presume to be the big elevators. 

Q. Coming to your fourth recommendation, 

"That the inequities suffered by other 


"shippers as a result of the statutory rates 
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"pe adjusted from subsidies received by the 
"railway", 
haa you contemplated there that the entire subsidy 
eee by the railways be used to reduce other rates 
or what? 
A. Well, we had in evidence, I think it 
was Mr. Edsforth who said -- I will just have a look 
and see. This is what Mr. Edsforth said in Volume A ho 
page 1815: 
"MR. BRAZIER: Q. Can you give me any 
"indication of what the percentage increase 
“would have been had you been able to increase 
"the statutory rates on the various increases 
"that occurred since 1950, what the percentage 
"would have been? | 
"Pog Well, that is quite an involved 
"calculation, Mr.Brazier. I would think» 
"around -- it may have been 115, 112 per cent, 


"I don't know; it would be in that range, 


"T. think, 
"OQ: Rather than ou 
"tA 15/3 
"2. Instead of 157? 
"A. Yes. 
"Q. For my purposes that its close 


"enough, So, to that extent the difference 
“between 112 and 157 per cent increase, I suggest 
"Co you, that may have been a burden on cther 


"shippers? 
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"A. To the extent that these increases 

"have all been paid by other shippers, Ba: 

"that hasn't been the case in many instances." 
So I think, from what Mr.Edsforth said, that it has 
been a very big burden on other shippers and the rates 
have gone up, freight rate increases, 157 per cent over 
the general rate Bra whereas Mr. Edsforth thinks 
they should gone up at only 115 or 112 per cent, 
had we not had the problem of the statutory grain, 
and this is, I think, a burden on the other shippers. 
Whether the railways have a burden or not, I don't know, 
I have no evidence on that. 

Q. Then you are suggesting that the subsidies 
Reuse by the railways be eer to alleviate that burden 
in some way? 

A. Yes. 

Qe Would you do it by formula in giving the 
release to all shippers, or how would you deal with the 
situation? What I am getting at is this, Mr. Hughes. 
if the railways are right in saying that they are losing 
money on grain and they need large sums of money to 
compensate for their lesses in carrying this traffic, 
then I do not see that their situation is remedied if 
they just have to take that money and use it in reducing 
rates paid by other shippers. 

A. Well, if this money has been paid ovt te 
the railways and to the Crow's Nest shippers by the 
other shippers in the country, I think some way should 


be found to reduce the tariff for those people who have 
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had this very real burden. 

Q. And is that way out of the subsidies 
which would paid to the railways? 

A. Yes. 

Q. So that the railways might be left 
financially no better off even if the subsidy were put 
into effect? 

A, I don't think, I have not seen any 
evidence where they are financially worse off. There 
may be some evidence, I don't know, where they are 
financially worse off by the Crow's Nest. There may 
be evidence I am not thinking about here. That is 
something that perhaps needs to be established, but 
assuming it is --- 

Q. My question would be on the basis of 
the railway being able to establish it. 

A. Yes, I say the shippers who have 
suffered -- and I think they have really suf - 
fered by these increases -- should be recompensed in 
some way through the reduction in tariffs. 

COMMISSIONER MANN: Are you leaving tnat 
Seite ote 

MR. COOPER: Yes, I am, sir. I should be 
giad if you want to ask a question. 

COMMISSIONER MANN: A couple of things. 
First of all you quoted Mr. Edsforth in Volume 13. if 
my memory serves me correctly, this was discussed witn 
Mr. Edsforth and it was pointed out to him that the 


erosion and attrition factors may have been quite 
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different, lower percentage increases which might have 
been required,which might have been asked for if the 
Crow's Nest Pass rates had been at a higher level. 

Mr. Edsforth, I think, conceded that, and therefore 
that figure of 112 to 115 per cent perhaps needs to be 
modified to some extent. I just wanted to get this 
correct. 

THE WITNESS: I had better have a look 
because I do not remember. 1816, I cannot see Mr. 
Edsforth. Perhaps somebody could help me with what 
is in evidence on this. I do not know. 

MR. SINCLAIR: We will argue it at the 
appropriate time, sir. 

MR. COOPER: I was just suggesting, if I 
may, Mr. Commissioner Mann, that we might leave this. I 
Mr. Hughes finds any reference that he thinks he require 
in this connection, perhaps he could inform us at a 
later stage. Otherwise, it would be a matter for 
argument, as my friend Mr.Sinclair says. 

THE CHATRMAN: Would you extend the relief 
in the rates to those who have agreed charges and 
competitive rates in B.C. now? 

A. Well, a lot of those agreed charges may 
be -- we don't know what the costs are to the railways. 
They may be contributing quite a lot over the so- 
called fully distributed cost. We don’t know. We 
don't know what they are receiving in the way of costs. 

THE CHATRMAN: Your idea is they should have 


some relief too. 
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~ ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13498 
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THE WITNESS: I was thinking primarily of 
the shippers who have been paying the burden all the 
years, the non-competitive shippers, in the operation 
of this class rate, and traffic for which there is not 
other means of competition than rail. 

THE CHATRMAN: But had you in mind the 
others too? 

A. No, I had not. I did not have that in 
mind at all. It is the captive shipper, I believe, 
who gets all the freight rate burden over the years. 

I think their tariffs should be reduced in some way or 
other. 

MR. COOPER: Q. You are not suggesting you 
would make that restrictive to pay the people --- 

A. Ohnycnei 

Q. Who suffered in the past? 

A. No. 

COMMISSIONER ANSCOMB: Just before we leave 
this factor, Mr. Hughes, I am finding great difficultly 
in these suggested inequities. I am not saying there 
are no inequities, but when you continue to say that 
other freight shippers have been overburdened, what 
makes you think that? For the moment, leave out the 
C.P.R. who, after all,probably, under financial state- 
ments, do not make very much out of the bag of tricks 
as far as railways are concerned; but take the C.N.R. 
who lost $43 million or $46,300,000, whichever the 
figure was, last year, end $50 million the year before. 
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~ ANGUS, STONEHOUSE & CO. LTD. 2 
TORONTO, ONTARIO Hughes, cr ex 13499 
(Cooper) 


normal rate for grain, they would still have a loss, so 
how could there be any overcharges of the other 
Shippers? 

A. Well, even if the C.N.R. did still have a 
loss, say, of $10 million, say --- 

COMMISSIONER ANSCOMB: All right. 

THE WITNESS: Well, there is still quite a 
lot of money in there, $30 million, is it, balance that 
is incurred by carrying grain at less than the out-of- 
pocket cost, if it is ever established that they 
are carrying grain at less than out-of-pocket cost. 
Then I say that it nies seems to me that the other 
shippers, somebody has been paying for it, and on the 
C.P.R. it As 2. clear. case, 

MR. SINCLAIR: We cannot hear. 

THE WITNESS: On the: CsP.R. it, is:a clear 
case. The C.N.R. tariffs are just the same as they 
are on the C.P.R. It is the rates that have gone up 
by 157 per cent as the general level as against 
115 per cent that they would have been had there been 
no out-of-pocket losses on the statutory grain. co I 
think that the captive traffic or the normal vraffic 
has suffered through this, because somebody is paying 


the bill. 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex. 13500 
TORONTO, ONTARIO (Cooper ) 


MR. COOPER Q: Mr. Hughes, your next chapter 
is on the one and one-third rule, and so long as 
Mr. Frawley is in this court room I would not 
presume to trespass on his territory and ask any 
questions with respect to the one and Bae third rule. 

A. I think he is quite satisfied with 
this. 

MR. FRAWLEY: It is all yours, Mr. Cooper. 

MR. COOPER Q: Therefore,I am going to turn 
to Part 2 of your submission. In the first 


paragraph of Part 2 of the submission you state: 


"The purpose of Part 2 of this submission is 
to recommend to the Royal Commission a railway 
rate making proposal, the adoption of which, 
-it is believed, will help alleviate many 

of the current ovoroblems of the railways 


and shippers." 


Now, just so that we may have the matter placed in 
the proper setting would you please outline to the 
Commission what you consider to be the principal 
current problems of the railways and shippers towards 
the alleviation of which your proposal is dir=cted? 


- 


A. The problems of the railways -- I 
think there is at present a lack.of freedom to 
assert their inherent advantages on a very low cost 
movement, which is lower than any other overland 
forn of transportation -- for solids anyway. ue 
do not think they get a chance under such clauses 


as equalization to assert their inherent advantage 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex. 13501 
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pecause they are having in many cases to give 

the same freight an equalized freight rate whether 
it is a high cost movement or a low cost movement , 
and I think this proposal, where it is cost~ 
oriented, would make sure that the railways get 
the traffic for which they have an inherent 
advantage. 

One of the problems of the railways over 
the years has been the dwindling of traffic. As 
the traffic has become more and more competitive 
then the rates in some other areas have just had 
to go up, and quite a lot of traffic has been 
lost to the truckers. I cannot see this situation 
getting any better. Again, if the railways are 
given a chance to assert their low cost advantages 
where they exist then I can see that the railways 
will get a great deal of advantage out of Ghat. 

This will be achieved by a lopping of the 
unproductive lines, leaving lines to trucks where 
trucks have the better comparative advantage than 
the railways. There will be an increase in 
production of main line traffic, or the low cost 
traffic. The railways Will be getting this 
wholesale traffic instead of moving traffic round 
4n little retail lots, a thing for which the 
railways were never intended. There was never 
any advantage in that. I think there would he 
a profitable railway revenue if the railways were 
allowed to assert their cost advantages in a cost- 


oriented system. 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex. 13502 
TORONTO, ONTARIO Cooper 


And now, as to the problems of the shippers 
«id as to whether they would be protected, I 
think it depends on which particular shippers we 
are talking about, and I think it is very difficult 
to talk about the problems of the shippers without 
having any particular shipper in mind because 
each shipper has a different problem. I think 
one problem of the shipper is the horizantal 
percentage increase. This is the one obvious 
thing that would go out of the window if our Part 
2 was adopted. 

A lot of the shippers -- those in British 
Columbia, any way -- are unable to get into the 
prairie market in competition with products from 
Ontario and Quebec as a result of the bridge 
subsidy. Some shippers have no competition for 
their product, so as the railways get more and 
more competitive then the burden of any increase 
goes on to these non-competitive shippers, and 
I think that the cost of service principal 

adequately protects these non-competitive shippers. 

The shippers who have good loading % 

Will be encouraged through incentive rates to 
load this traffic up into carloads and thereby 
get an advantage in rates, so that these shippers 
with good loading traffic will be rewarded, and | 
those shippers with bad loading traffic will be 
penalized, but probably they wiii go to the crucks 
and get lower rates from the trucks. 
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* ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex. 13503 
TORONTO. ONTARIO (Cooper ) 


concentrating on the type of transportation for which 
they are best suited -- the long haul traffic and 
a lot of the bulky traffic -- will increase the 
total traffic and lower the overhead burden for 
all shippers. I can see a great many advantages 
in this type of proposal, and the main one, of course, 
is being able to take advantage of these inherent 
advantages of low cost on main line routes. 

Q. In the second paragraph you mention 
three basic methods of rate making which, though 
not mutually exclusive, have distinct characteristics, 
and you mention the three methods as being value of 
commodity, value of service, and what the traffic 
will bear. Now, I know that you say that these 
basic methods, so-called, are not mutually exclusive, 
but, in effect, is not value of service the method, 
and value of commodity and what the traffic will 
bear elements in that method? 

ey The value of service enters into all 
of these in different ways. | The value of commodity 


type of rate making is the one we get in the 


ia 


classification. Very largely, the — 
classification is based upon the value of the 
commodity. 

Now, it does not always follow that the value 
of the service is the same as the value of the 
commodity. It does not mean to say that because tho 
of the commodity is high valued, such as silk, that 
the value of service is always high, because the 


value of service is set by the competition. If a 
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TORONTO, ONTARIO (Cooper ) 
I 
y 
3 commodity is valued very highly, such as silk, and 
4 the railway thereby charges a high rate for it, 
2 a trucking firm may come along and, working on the 
trucking costs, may take the silk right out from 
s under the nose of the railways, and the class rate 
; becomes simply a paper rate. The value of service 
8 to the shipper is merely the value of the service 
9 of the next pest alternative form of cvendpervat ion: 
10 As goon as we get competition introduced into the 
11 railways the value of the commodity and the value 
12 of the service start to diverge. 
{3 COMMISSIONER MANN: Do you really want to 
leave the impression that the value of the commodity 
7 ig the factor which enters into the assignment 
if of a rate in the Canadian freight classification? 
ae THE WITNESS: Yes. 
17 COMMISSICNER MANN: Are there not any other 
18 facts? For instance, when you look at the rating 
19 Pay ates chips and artificial flowers, and so 
20 on, surely there is some consideration given to 
4 loadability and the relation of cubic volume to 
weight, and other things? 
‘5 THE WITNES: Yes, there is, but value of 
= commodity is the primary one. This is what 
24 the joint submission of the C.N.R. and the C.P.R. 
2 on statutory and related rates on grain and grain 
26 products in western Canada says -- this is under 
7 "The principals of Railway Rate Making", and 
28 paragraph 43 on page 15 of this precis says this: 
29 
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"In constructing the classification, the 

various factors which are weighed in 

allocating a rating to any particular 

commodity are as follows: - (1) value of 

the aaa. (2) susceptibility to damage. 

(3) loading characteristics. (4) type of 
equipment necessary. (5) perishable. 

(6) packaging. (7) likelihood of contaminating 
other freight or railway equipment. (8) dnherent 


danger." 


I do admit all thesethings arise in the classification, 
but the first one listed here is the value of the 
goods. If a thing is valuable it gets a high 
classification. 

COMMISSIONER MANN: I do not know whether that 
I, for one, would make the Hedeeniee that therefore 
that is qualitatively superior to the other 
elements. This may just have been in the mind 
of the writer of this. 

THE WITNESS: The writer did not qualify 


it in any way. I believed him, and I think many 


he Lin ye “ry Sas Ors a 4 | Gs a ae I .* WE Po ee 
other people believed him, that the vaiue of tne 
Zoods ~--- 


COMMISSIONER MANN: I wes interestea in 
having a note of the source of that statement, 
eee 

THE WITNESS: I think there are many other 
sources in the books, which I could give: you. I 


did not really finish the answer. 
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MR. COOPER Q. Yes, do finish your answer. 

A, The value of the service and -- to 
what extent does value of service enter into what 
the traffic will bear? The value of service is, 
as I hvvetsatat based on the value of the service 
set by the competition. The value of service is 
set by the competition. What the traffic will 
bear is in a slightly different position. Although 
the rate is based on what the competition is, | 
What the traffic will bear is a term I used meaning 
charging a rate which will maximize the railways' 
profits or maximize the railways' net receipts. 

Charging a rate according to what the 
value of the service is does not mean, to take it 
in its precise meaning -- value of service does 
not prevent a rate from going down below the cost 
of service, whereas whet the traffic Will bear -- 
and I think this is possibly done in a great deal 
of rate making -- always has regard to the volume 
of traffic moving. It is no gee putting a high 
rate on something because you may thereby lose 
Shee, You might as well have a low rate and 
get a lot of traffic. The maximization of revenue 
is in what the traffic will bear rather than what 
the value of service is and that may, in fact, 
mem a loss to the railways. 

Q. Thank you, Mr. Hughes. I want to 
direct. your attention to page 5, paragraph 7, and 
only for the purpose of drawing your attention 


to your use of the term "captive traffic", that 
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term being the last two words in paragraph 7. a 
would like, before we go any further, to examine 
with you your definition of "captive traffic" and 
find out exactly what is meant. You define 
"captive traffic" in paragraph 111 at page 30 
as being traffic for which there is no reasonable 
competition other than rail, the full definition 
being: 

"Captive traffic is defined as traffic 

for which there is no reasonable competition 


other than rail". 


The first point I would like to ask you concerning 
this definition is the meaning of fas wore 
"reasonable" when used with “competition”. What 
is "reasonable competition" in that definition" 

A. I say captive traffic is that 
traffic for which there is no reasonable competition. 
There 18 no scientific. basis, 1 do not think, of 
a reasonableness. It is very easy to see that 
a helicopter cannot be used for transportating 
freight over long distances, say, but it is very 
hard to come along and attach it to specific 
instances and come out with a scientific basis, 
especially when you get truck-rail competition, 
or water-rail competition, and so on. There is 
no scientific basis for saying what reasonableness 
is, and I think it can only be judged by common 
sense. 


I think by "captive traffic" what is meant 
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1 

2 

3 is that there is no alternative competition at 
2 price which will allow the goods to enter into 

; a market. So that we may have helicopter competition 

; and so on, but this is just ridiculous because 

6 the products would never get to the market. It 

7 must be at a price which will enable the goods to 

8 pe sold. ; 

9 Q. Must the competition have a large 

10 degree of stability? 

11 A, I think the competition should be 

12 there, and should not be just a one shot in the hole 
by a trucker. I say it is a matter of common 

‘ sense. You cannot get down to any scientific 

i basis for defining "captive traffic", and that is 

15 why I prefer to leave it to the Board of Transport 

16 ‘Commissioners. 

17 Q. If at any given time the Board of 

18 Transport Commissioners is faced with determining 

fe whether or not a traffic is captive or not they 

o must have these factors in mind -- degree of 
competition, stability of competition and so on? 

a AN Yes, I think they would use a lot 

- of common sense in it. I would like to let 

23 you know what they do in Britain about this. 

24 In Britain, if any trader -- they call them 

25 traders there instead of shippers -- if any 

26 shipper does not think there is any reasonable 

7 competition for his traffic he can go along to the 

- Transport Tribunal, which is the same as our 

= Board, and he can complain that the traffic cannot 
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reasonably be carried by any other means. He 
nuts his facts before this Transport Tribunal, 
and the Transport Tribunal looks at them and 
uses its common sense, and comes out and says: 
"You are a captive shipper", but they have no 
scientific basis for saying it. ‘The man has to 
put the facts before them, and they use their 
common sense in determining what is reasonable. 

Q. They give their judgement on business 
standards, do they, as to the degree of competition, 
the stability, and other matters? 

Ae Yes. There is a section here 
entitled "Protection for Traders". The book is 
entitled "The Transport Act, 1953". Ri 

Q. Who is the author? l 

A. HuS. Vian-Smith. This is at page 
64. The sithor! ain explaining the Transport Act 
which was brought in when they eitered the whole 
scheme in Britain. 

"Protection for traders. While the new 

act Tor ones permits eraders generally to 

make representations to the Tribunal in 
respect of the granting of exceptional 
rates or agreed charges, or in respect of 
undue preference to persons or classes 

of traffic, a major of protection remains 

for those whose traffic cannot reasonably 

move by any means of transport alternative 
to rail. In this regard the Atse—provides 


for the protection of traders against 
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1 

2 

3 unreasonable or unfair treatment as to 
charges. 

4 
The first qualification necessary before 

: effective representation can be made is 

6 that the traffic concerned cannot reasonably 

7 be carried by any other means of transport. 

8 Such traffic 4s coal, minerals, iron and 

9 steel in bulk, etc., may in the normal 

10 circumstances be regarded as examples of 

11 this. Once that qualification is 

12 established, a trader who is of the opinion 
that the charge he is, or will.be, required 

54 to pay for the carriage of his merchandise 

sis in those circumstances is unfair or 

15 unreasonable, may complain te the Tribunal. 

16 It will first be necessary for the 

17 Tribunal to satisfy itself that the | 

18 merchandise concerned can only reasonably 

19 be carried by rail." 

20 I think there that they are relying very largely 

71 on common sense. 

22 THE CHAIRMAN: We will take the afternoon 

93 recess at this point. 

24 ~~A ghort recess 

25 

26 

zi 

28 

29 


(Page 13514 follows.) 
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Qe We have discussed, Mr. Hughes, the 
phrase reasonable competition, and I would like to 
disect one more question to you with respect to your 
definition of captive traffic. Does this definition 
mean in effect that all traffic moving at class rates 
and non-competitive commodity rates is captive traffic 
and that no other traffic is captive? 

fis It doesn't mean that no other traffic is 
captive. It means as a start, I envisage this as a 
start to make these things easy. All normal traffic 
not being carried would be put under the maximum scale. 
There is also other traffic, of course, which is 
competitive only with pai; there is no reasonable 
competition elsewhere. So that would immediately be 
put into it if the Board thought it should go there, 
and there are obviously examples of that, of course. 

Q. Would the Board have any choice in the 
matter if, in fact, it was captive traffic that would 
have to have maximum schedules applied to it? 

A, The Board wouldn't have any choice there. 


if the railways then thought that it wasn't captive 


O 


traffic, then, of course, they could go along to the 
Board and state their case. 

Q. You mentioned you could give examples. 
Would you furnish the Commission with examples of the 
captive traffic and being traffic not moving at class 
rates and non-competitive commodity rates? 

A. The only competition would be rail. 


I would say a great deal of the lumber movement was 
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under a great deal of competition by rail, and a great 
deal of mineral products would be. There may be some 
livestock. There are examples of commodity rates, 
competitive rates, I think, where the competition is in 
the railway, probably a United States railway. 

Q. So although lumber is today moved at 
competitive rates, under your definition of captive 
traffic, that lumber would be captive traffic. 

A. Yes, because of the railway competitive 
rates. 

Q. Are there other commodities in addition 
to those you have mentioned? 

A. There may be coal, domestic grain -- I 
can't think that they would be big items actually 
apart from possibly minerals and coal. 

Q. What about grain moving at statutory 
rates, statutory grain? 

A. Well, assuming they would be all maximum. 
But, of course, it wouldn't apply because of the 
statutory rate. | 

Q. It is captive traffic, do you mean, as 
long as the statutory rate is there? 

A. Yes. 

Q. If it became competitive, then you think 
it wuld be subject to truck competition and therefore 
not captive? 

A. It may be on some particular lines, and 
the tariffs, if they became truck competitive, then 


they would be taken out. 
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Q. In paragraph 8, page 5, you state: 

"The greatest competition which the railways 

"have to face is from trucks, many of which 

"are privately owned, and many others are not 

"sub ject to rate or entry control. To meet 

"such competition, it is essential that rates 

"do not diverge too greatly from costs, wherea 

"many present rates are an umbrella under 

"which lower rated but higher cost competitors 

"can shelter." 

Would effective rates and entry control of 
the for-hire trucking industry lessen competition for 
the railways, in your opinion? 

A, I really don't think so, and the reason 
I am saying this is because many of the trucks are 
privately owned, and the degree of private ownership 
is very large. Here we have the DBS statistics, 

Motor Transport Traffic Statistics, National Estimates, 
1957, and I am reading from Table I, Section 1, and 

we see the mileage, total mileage travelled, for-hire -- 
and these figures are in thousands -- 845,025; privete 
intercity, 2,088,835. Net ton-miles, for-hire, 
4,666,800; private intercity, 3,274,579. Gross ton- 
miles, for-hire, 9,914,248; for private intercity, 
9,646,428. All figures should have three 6's at the 
end. 

I think the degree of this truck competition 
from the private sector is something that is there, 


and I think it is going to stay with us and get even 
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greater in the future. So I don't see that regulation 
of the for-hire trucks is going to do very much for the 
ra.lways, because you are going to get this private 
truck competition all the time; you can't regulate 
them. 
Q. Paragraph 15, pretty well the bottom 
of the first column, on page 6: 
"Should a cost of service principle be 
"adopted, charges of ‘undue preference! and 
"tunjust discrimination! would become almost 
"nassé as ‘justice! in the matter of transport 
"rates then becomes a matter of justice in 
"terms of relative costs." 
If your railway rate-making proposal based 
on the cost of service principle were adopted, would 
there be any necessity, in your opinion, to retain 
Section 322 of the Railway Act, or should that Section 
be repealed, that is the Section that deals with 
unjust discrimination and undue preference? 
A. No, I don't see -- and I am not 4 lawyer, 
of course ~- I can't see that that would mean that 
these two Sections would have to come out. I can still 
see that undue preference and unjust discrimination 
may well be a grievance to a shipper. What I have in 
mind now by saying it would become almost passe -- I mos 
if we had a cost of service type of rate-making, if 
rates became cost-oriented, I think regulators woul” 


possibly become more cost-minded, and when they were 


looking at the reasonableness of the rate or discrimins: dor 
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or preference, then I think they would have in mind 
the rate structure we had set out, and that would be 
lucked at in the light of costs. 

Q. What would be the area, then, that undue 
preference or undue discrimination might be made and 
sustained? 

A. Well, of course, we have the whole body 
of railway law which, of course, wouldn't be altered, 

I don't suggest any altering to it. But I think that 
now people come along and say that we have been unduly 
prejudiced; I am sure that our costs are lower, and 

it certainly happens sometimes, I do know -- our costs 
are certain lower; we are being unduly discriminated 
against. I think if we had a cost of service type of 
rate-making, then cost regulators might become more 
rate-minded. I am not saying they would throw the 
whole rate out, but decisions would be looked at in that 
light. 

Q. In the allocation of constant costs, 
the value of service principle would still be operative 
and in that area there may be room for unjust discrimina 
tion and undue preference. 

A, Yes. I can't see us throwing the two 
sections out. 

Q. On page 9, paragraph 28, you are dealing 
there under a general heading as mentioned on page 8 
of the "Breakdown of Monopoly", and in the first 
sentence of paragraph 28 you say: 


"It is the contention of this brief that 
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"pate-making more closely associated with 

"the costs of providing services is more 

"suited to the conditions in which railways 

"find themselves today." 

-- and you go on in that paragraph to say: 

"The adoption of such rate-making would 

"preserve the economic health of the 

"railways, would result in greater technical 

"innovation", 
and so on. 

I think you would agree that unless the 
railways obtained more revenues as a result of your 
railway rate-making proposal than they otherwise would 
or as they now are, then the introduction of your 
proposal would not preserve their economic health and 
lead to these other benefits. Do you think that rate-~ 
making more closely associated with the costs of 
providing services would bring the railways more 
revenues? 

MR. BRAZIER: May I ask Mr. Cooper, do 
you mean by that gross revenue or net revenue? 


MR. COOPER: Gross revenues. 
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A. I think that if this was adopted for 
the reasons I stated before the recess, I think that 
tho railways would become a very largely main line 
operator with the feeder and healthy feeder lines which 
are so necessary to it; and I can see the railways 
asserting their low cost advantages, I can see them 
attracting a great deal of traffic. Some of it 
admittedly would be away from trucks, long-haul trucks. 
I can see a great advancement in piggy-back service, 
for example, and in containers. There would be 
an awful lot of traffic attracted which the railways 
would be best suited to carry. 

On the other side of the picture, I can see 
traffic being taken away from the railways, short- 
haul traffic, lightly-loading traffic possibly. Short- 
haul movements would on the other hand be left to the 
trucks, and the railways would be doing the job for 
which they are best-suited. 

I am quite sure that their overall financial 
position would be very considerably improved if this 
were allowed to happen, if this came about. 

Qe Mr. Brazier asked me if under the gross 
revenue, and I said in putting this question I have in 
mind gross revenues. Is your answer equally applicable 
to the net revenue position of the railways? Do you 
consider their net revenues would be increased as 
result of the introduction of your railway rate- 
making proposal? 


A. Most certainly, yes. 
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1 

> -Q. How long before this process of closing 

3 of branch lines and these other developments that you 

4 have mentioned would come into effect so as to bring 

5 the improvements which you envisage for your railway 

P rate-making proposal to fruition? 

7 A. I did not actually recommend anything 

8 so specifically for branch lines so there is nothing to 

9 come into effect. I said that some vigorous policy 

10 should be urged and so on. That, of course, depends 


11 upon the thinking of the Board of Transport Commissioners, 
12 and I think they should really look at things and 

13 take vigorous action where possible. So it all depends 
14 on the rate of the Board of Transport Commissioners. 

15 Some of the other things -- is that what you meant? 

16 The one and one-third rule and the bridge subsidy, 


17 possibly that could be done fairly quickly. Other 


18 things in here, of course, would take a period of years. 
19 I can quite see that we are not asking for 

20 anything overnight. Possibly pieces could come in one 
21 bit at a time, such as equalization, that would not be 
22 very difficult to stop any further progress towards 


equalization. Maybe the next thing to do, thet proper 
cost studies have taken place, and these would be --- 

Qe You are more or less now, may I suggest, 
dealing with the stepsthat would be taken to bring 
your proposal into efiect? 

A. Yes, I am not sure what you want. 

Q. My question was rather, how long before 


the railways! rate-making position would be improved as 
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the result of the introduction of your system, from the 
time when it was first introduced? 

A. I beg your pardon. I cannot say, of 
course, but it depends a lot on the policy of the Board 
of Transport Commissioners in abandonment cases. 

I think that is the first thing. 

Then I cannot say, I think there will be 
fairly good prospects of something, an improved position 
coming fairly quickly. 

Q. Now, you referred this morning to the 
Turgeon Report, and I should like to direct your 
attention to page 119 of the Report "Conclusions and 
Recommendations" and the Report states with 
reference to the proposals submitted by British 


Columbia, as follows: 


“It might indeed, lead to much 

"higher rates than at present being 
"charged on low-valued primary commodities. 
"It is important that these rates should be 
"kept relatively low. Shippers have come 
"to depend upon them and it would be a dangerous 
"experiment to upset the present value of 
"service principle in favour of the untried 
"cost of service principle." 

Now, I have particular reference in that quotation to 


the words "It might indeed lead to much higher rates thay =t 
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present being charged on low-valued primary commodities. 
I should like you to comment on that statement with 
rererence to the proposal you now put forward. 

A. Well, the thing is, as Mr. Brazier said 
this morning, I think it was Mr. Turgeon who said they 
wished they had another look at it, and very respect- 
fully --- 

Q. I suppose that is one way of getting 
that into evidence. 

MR. SINCLAIR: Of course, all I can say 
is that Mr.Turgeon should have written a third report. 

THE CHAIRMAN: That is hearsay, I think. 

MR. SINCLAIR: Because his second report, 
as far as we were concerned, was much better than the 
first one, and I am sure the third one would have been 
better than the second one. | 

MR. FRAWLEY: You don't expect me to agree 
to the second one being better? 

MR. COOPER: Q. I am sorry, Mr.Hughes. 
Perhaps you might go on. 

A. I did not realize I was doing things I 
should not do there. 

Q. That is quite all right. 

A. Very respectfully to the Turgeon 
Commission in the job that they did and in the light of 
the information they had in mind at the time, I think 
they were under a misconception. No traffic is being 
subsidized, including these primary commodities, if it 


pays its out-of-pocket costs. 
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Now then, low rates of primary commodities 
will very often provide high revenues, it will provide 
higher revenues than if the rates were kept high. 

Now then, the Inter-State Commerce Commission, 
I think we have had this before, the distribution of 
rail revenue contribution by commodity groups, 1957, 
Statement 2-59, it points out in the first page very 
graphically, it points out that out of the 12 squares 
here which represent ecunanit ee moving in official, 
south and west, that out of the 9 squares (there are 
9 squares there) it shows that the primary commodities - 
Sorry, 6 primary commodities -- are contributing the 
most to the transportation burden. 

I would just like to read those out. Coal, 
169.2 million in official territory, a very big con- 
tributor; in the cami coal deeugoiels Million; in 
the west lumber 24.2 million; fertilizers 8.2 million; 
wheat 100 million. sorry, there. are.5 there out,of the 
9 squares. 

So that this just shows, to my mind, that 
the primary commodities, even though they have low 


rates here in the United States, even though th 


© 


may have low rates when they are primary commodities, 
they in fact do actually represent a big contribution 

to the burden. Nobody is subsidized, that is what I 
mean, and because the thing is low-rated does not mean 

to say it isnot a very big contributor to the railway 
revenue, and certainly nobody is subsidizing them because 


they are not being carried at less than out-of-pocket 


costs. 
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I do not think in the Turgeon Commission, 
I do not think that would be the fact at all. I 
cannot see rates on primary commodities going up 
at all because there is no real subsidy from other 
segments of traffic. The very volume of the so- 
called low-valued traffic would bring in a great 
deal of contribution for the revenue of the railway 
if it was over out-of-pocket costs. 
Q. Of course, the difficulty, I think, 
that perhaps some people might be under with respect 


to thewhole of such rate-making proposal, is that you 


put maxima on captive traffic. You cannot go above 


fully-distributed cost. You put a lower limit as 


out-of-pocket costs, and if the railways need more 
revenue and cannot exceed the maxima, then does it 

not follow that they must go above and continue to go 
above the minima, and if they cannot do that and have 
not the freedom to go above the nay tue Phanepe are they 
going to get their necessary revenues? 

A. That is a good question. Well, I first 
of all was looking around for, well, what they get 
revenue from. Why set, how do we set maxima rates? 

Now then, we can look at constant costs, I 
think, as a block of expenses which cannot be assigned 
to any particular traffic. We look at this big olock 
of costs, these constant costs. 

Now, the fully-distributed costs are very 
arbitrary indeed. It ail depends on how you distribute 


Le? You can distribute it on a ton-mile basis; you 
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can distribute on a proportion of variable cost; you 
can just do it on the number of passengers boarded and 
things like that: so fully-distributed cost is a very 
arbitrary figure indeed, and it is very meaningless. 

It is well-known that if traffic is carried 
at something more than its out-of-pocket cost, then it 
is a contribution to this total overhead burden. The 
more the traffic carried, then the more is the burden, 
if the rates are above out-of-pocket costs. The 
lower the contribution from each unit of traffic, often 
the more is the total contribution. 

If you have a low contribution from each unit of 
traffic, the total contribution to this body of constant 
expenses may be very great. 

For example, if you take, say, 100 tons of 
traffic at $5 a ton over out-of-pocket costs, then the 
contribution to this body of constant expenses is $500. 
If you take 130 tons at only $4 a ton, then you can get 
a contribution to these constant expenses of $520, and 
the rates for everybody can come down. There is less 
overhead to be borne for everybody. 

If in fact the rates on some traffic are 
moved up above the so-called (and I put this in inverted 
commas) the "fully allocated costs" then the total 
contribution to this large body of constant expenses, 
which are there anyway, may in fact be less. 

For example, to carry on from my previous 
one, if you take 50 tons carried, because the rate is 


now high, at $6 a ton, then you only get $300 contributign 
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to the constant expenses. I think this is shown up 
quite well in the burden study where coal is the 

bizgest contributor to overhead, but it does not in fact 
cover its total cost. The railways, I think, when 
they put in that cost study, they did not ask for any 
rate above the fully allocated cost, and they did not 
evidently think that any burden was thereby being placed 
on other traffic. They did not want anything over 

the fully allocated cost. Nobody was worried about the 
burden being placed on other traffic there. So I do 
not see what the difference is. 

MR. MAURO: We cannot hear. 

THE WITNESS: The railways did not ask in 
the study where this conclusion was. 

MR. COOPER: Q. You refer to the grain 
study. 

A. The grainstudy. They did not ask for 
any oikerinpt ion over and above the fully allocated 
costs. There may have been a few cents and so on, 
but they did not think any burden was being placed on 
other traffic. Nobody mentioned it. 

Q. But included in the fully allocated cost 
is cost of money and many other factors which provide 
for a reasonable profit; is that correct? 

A. Yes, I agree with you. 

Q. Is this limit you have set on captive 
traffic, the fully allocated cost limit, rigid in your 
thinking with respect to your railway rate-making 


proposal? Why could not it go to one and a half times 
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TORONTO. ONTARIO 


(Cooper ) 
1 
: fully allocated costsin this case? 
; Ri, I really don't see any --- 
i Q. Why couldn't it go twice? 
: A, I really do not see any necessity for it 
, today. As I say, it is a statistical allocation here. 
7 I do not see any reason why it should go above fully 
8 allocated costs. I do not see why this non-competitive 
: traffic should have to bear a great deal of burden. 
10 I did not get this idea on my own of fully 
i allocated costs, or at the maxima. LI got it from Mr. 


12 stenason's book. I call it Mr. Stenason's book. I 
13 know he had a great deal to do with it. This is where 
14 I got the idea from. If you like to know where I got 


15 it from, I will.tell.you. 


16 Q. You might give us the answers. 

17 A, Page Le 

18 Q. Is this chapter written by Mr. Stenason? 
19 A. Well, I don't know, but he contributed 


20 to the book and I am sure he agrees with what is in here 
fl anyway. I think it is an excellent book. This is what 
22 he says. 

23 "Clearly, a railroad would occupy a monopoly 
"position in the provision of piggyback 


"Line-haul services except when confronted by 


"direct competition from another railroad. Even 
"such competition, however, is likely to be of 

"the restrained variety that usually arises whet 
"teompetition is among the few.' Consequently, 


"regulatory control over the maximum rates on 
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(Cooper) 


"these services should be retained; further- 
"more, to make these rates consistent with the 
"other policies advocated here, they should be 
"cost-oriented, being only remunerative enough 
"to provide the normal 'fair return! on the 
"facilities involved. 

"An argument for some residual rate 
"regulation applies almost as forcefully to a 
"number of bulk commodity movements; in 
"bulk commodities the situation is different 
"than in high-value goods, but different only 
"in degree and not in basic substance. 

"When bulk commodities are technologically 
"capable of pipeline movement or in geographic 
"areas where water transportation is a real 
"alternative, the situation is essentially 
"competitive and identical with that just 
"outlined for most high-value commodities. 

"By contrast, the bulk commodity situation 
"differs substantially from that of high- 
"value commodities for those bulk commodities 
"which must be moved over land and must be 
"moved by either railroad or pipeline, that is, 
cannot be moved economically by both. It 
"should be noted, however, that actual 
"noractice in such situations already comes much 
"closer to achieving an optimum resource 
"allocation because the present bulk commodity 


"nate structure is reasonably reflective of 
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“ ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13530 
TORONTO. ONTARIO ieeopert 
"costs, largely because market competition 
"places more restraints on transport rates 
"in these sectors. 

"For many of the noncompetitive bulk 
"commodities that now move by rail (for example, 
"orains, livestock) truck competition has 
"become increasingly real, but this competi- 
"Sion is insufficient as a rule to deny the 
"railroads something of a partial monopoly 
in’ such traffic. Therefore, just as in the 
"case of piggyback services, the previous 
"recommendation of a general relaxation in 
"pate regulation should not apply to the 
"carriage of these noncompetitive rail bulk 
"commodities and the power to limit maximum 
"rail rates in such cases must be retained by 
"regulatory agencies. In actuality, moreover, 
"some rail rates in these sectors may be 


" 


"un justifiably high today. 


(Page 13535 follows.) 
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Then he goes on to say at pages 249 and 250: 


"There remains the question of whether 

a regulatory need to set minimum rates 
still exists. The main economic function 
of minimum rates has in the past been 
either to protect excess, unneeded 
capacity, or to prevent competition from 
eliminating specific returns in = dee ae 
of costs that are needed to cover losses 
ineurred elsewhere. A lesser function 
has been to prevent traffic from being 
uneconomically usurped by a carrier with 
higher average costs but lower marginal 
costs than the principal competing 
transportation. The latter situation is 
most likely to arise when substantial 
overhead costs exist, a condition truest 
for the railroads and pipelines of all 
‘the carriers here under analysis. 

The protection of unneeded capacity from 
economic elimination has never been 
justified, of course, and a national policy 
should aim at reducing and eventually 
eliminating most uneconomic or loss operations 
If such a. policy is adopted, the need 
should cease, in turn, for returns in 


excess of total costs in other areas. " 


Then, going on to the bottom of page 250: 
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"Tn particular the end of attaining a 
competitive, cost-oriented rate structure 
would be best served by eliminating 
existing rate bureaus and similar agencies 


for cartelizing transportation activities”. 


That was his comment there. 

Now then, Dr. g>landt also had the same 
thing in mind when he gave a speech out in Vancouver 
at one time on maximum rate oe -=— 

MR. SINCLAIR: There are some pede parts 
of the book which should be read. When you read 
one part you should read other parts which help 
to explain the statements, and you should read 
ise at ne cape time 40 now Elec, Peocesser 
Hughes was brought up in the same school that I 
was, and at page 181 --- 

MR. MAURO: Which school was that? 

MR. SINCLAIR: The school of fairness. 

MR. MAURO: You attended that? 

MR. SINCLAIR: It is at pages 181 and 182. 


THE WITNESS: 


..echat value-of-service rate-making <5 
now practiced is both undesirable and 


unnecessary." 


MR. SINCLAIR: Keep on reading. 
THE WITNESS: 


"The argument for desirability of 


value -~of -service rate-making rests in part 
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on the argument that low rates on commodities 
which have a high elasticity of demand nae 
a net gain to society. Railroads, so this 
argument goes, have a high fixed cost. SO 
long as the rate covers the additional cost 


of carrying the traffic, it represents no 


burden on either the carrier or other shippers. 


That is what I have been saying all along, is 1G not? 
| MR. SINCLAIR: It goes on: 


"Ns Professor Locklin states..." 
THE WITNESS: 


"as Professor Locklin states: 
'Preferential (driscriminatory) rates 
relieve rather than burden other 
traffic if two conditions are fulfilled. 
These are (1) that the rate must more 
than cover the direct costs: and (2) 
that the traffic will not move at 


higher rates.'" 


Do you wish me to read any more? 
MR. SINCLAIR: Just the next sentence. 
THE WITNESS: 
The logic here is impeccable and one 


must agree with its essential truths”. 


MR. MAURO: ‘That is it. 
MR. COOPER Q: In any event, Mr. Hughes, 


is this upper limit rigidly fixed so that if your 
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railway rate-making proposal were considered for 
aér tion that upper limit could not be increased 
without destroying the effectiveness of your 
whole proposal? 

A. No, I cannot see it being increased 
without an increase in the corresponding out-of- 
pocket costs. I cannot quite see that because the 
shipper is captive he should have to bear all the 
costs of the railway burden, and so on. I cannot 
see that. 

Q. let us say that the only reason for 
raising the upper limit is to enable the railways 
to get enough revenues to keep them in proper 
financial condition and in a state of financial 
health. Let us suppose that in order to do that 
it was necessary to have maxima greater than 
you suggest. Under those circumstances, would 
there be any objection on your part? Do you think 
it would destroy the whole rate-making proposal 
you are putting forward if those maxima were raised? 

A. No, I do not. We are fairly flexible 
in this, and we would, of course, have to -- somebody 
or some regulatory body would have to know a great 
deal more about costs than is known now. We are 
not absolutely dogmatic on it, but we say a rate 
does not have to be very high compared with total 
contribution, such as we can see in the United 
states. 

Q. You are not inflexible on those rates 


in regard to captive traffic? 
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A, No, we are not inflexible on anything 
in the brief, and I might say that Dr. Solandt 
said the same thing in his speech. 

Q. What is that be Nae Have you 
identified it yet? 

AS This is a speech called "Frugality 
in Transportation" which was made by Dr. Solandt, 
the vice-president of the C.N.R. eas University 
of British Columbia, on February 13, 1958. 

Q. Thank you. At page 9 in paragraph 
30 you state that the U.S. Department of Commerce 
is noting complacency on the part of American railroads, 


and the quote goes on, 


"But so far as appears, much loss in 

the freight traffic is age the result 

of regulatory cou tenene but of a 
failure of tne carriers to come 

pee with appropriate proposals for 
adjustment. Worse, they show a 
tendency to expand the area of © 
tuprofitabie rates and activity to 
solicit business that can only be handicd 


at a loss." 


Is it your view that this situation is true also in 
Canada today, that the railways show a tendency to 

expand the area of unprofitable rates and activity 

t0 solicit business that can only be handled at 

a loss? 


A. Well, this is, of course, true of the 
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United States railroads, or, the Department of 
Commerce sees it like that. I can see that it is 
true in Canada in one particular area, but I will 

not go So far as to say that they actually go out 

%4o soligas business that can only be handled at 

a loss. I say they go and put rates on the 

traffic which can only be handled at an out-of-pocket 
loss. 

Q. Have you any examples of that? 

A. Yes,I think Mr. Edsforth gave us 
an example of that in volume 13 at page 1786. a 
could read it to you, or give you the gist of aes 

Q. Perhaps you could just mention the 
subject of it. 

A. This was on statutory Crows Nest 
rates and Mr. Brazier asked Mr. Edsforth how many 
commodities were in the original agreement, and 
Mr. Edsforth said he thought it was grain and 
TOUS « Then, Mr. Edsforth was asked how many 
commodities are in the present structure, and he 
said there are something like 37. Actually, 1 think 
when I saw the list myself there ane 50 odd, but 
tT am not just sure. However, Mr. Edsforth agreed 
there was nothing that was statutory about putting 
“hese rates on to these other commodities; in 
fact, the railway had done it voluntarily, and this 


is the gist of what he said at page 1790: 


"Q. Included in that -- I don't think I 
have a complete list here, but, for instance, 


there are breakfast foods and cereals, are 
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there not, uncooked in bags? 

A. Yes, uncooked. That would be your 
rolled oatmeal in your original tariff. 

Q. Surely you wouldn't call some of our 
modern breakfast foods like "Pep" and other 
products --- 

THE ACTING CHAIRMAN: Oatmeal would be in 
a aifferent position to Rice Krispies. 
MR. BRAZIER: Q. Now, oir these sort of 
products are included today. 

A. The uncooked ones, not the cooked ones. 
Q. Uncooked? 

A. Yes. That would take in Corn Flakes, 


or anything like that". 


So Corn Flakes are carried, and there is no law 
to say they have go to be carried. There are no 
instances in the present tariffs, 

Q. You say there are no statutory 
requirements to extend the list as you have 
indicated it has been extended. Have you any 
reference for that? Was that dealt with in tne 


evidence before by Mr. Edsforth? 


A This was dealt with by Mr. Edsforth. 
Q. At what page of the transcript? 

Ay Pages 1786 to 1796. 

Q. Doe s he say there it was done 


voluntarily? Perhaps the Commission can check 
for themselves. 


A. I think that was the purport of it, 
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but we know it is not done by statute. We know 
that they are not carrying Rice Krispies because 
there is a law which says they have to carry Rice 
Krispies. 

MR. COOPER: Well, I will leave that for 
my friend, Mr. Sinclair. | 

MR. FRAWLEY: Would that be Rice Krispies 
for export? | 

MR. BRAZIER: Not to Fort William. 

THE WITNESS: I am sorry; this is Corn Flakes. 
I do not think I should have said "Rice Krispies", 
put,.it-is stuff Like that that I am talking about. 

MR. FRAWLEY: They are made in the east. 

MR, SINCLAIR: The only point is that there 
is no statutory element in it. I want to know if 
Mr. Edsforth did say that. I do not know where Mr. 
Edsforth said that. | 

MR, COOPER: I doubt very much if Mr. 
Hughes knows at Phe moment, but I suggest that my 
friend, Mr. ius lait ean check it himself and 
meet it when the time comes. 

THE CHAIRMAN; Yes. 

MR. COOPER Q: Would you look at the first 


sentence in paragraph 39 on page ll: 


"The pricing of transport services on a 
cost basis automatically ensures coordination 


of transportation". 


Does not this involve all media of transportation 


having rate structures based on cost? 
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A. Yes, it does. 
Q. Well, then, umless you have all the 


media of transportation with rate structures based 
on cost how are you going to bring about co- 
ordination of transportation, and, in fact, ensure 
it, as you have used that expression in paragraph 
oa 

A. As soon as you get the railways basing 
their rates on cost then I think it is automatic 
that the truckers would follow. The pipelines 
have no reason now to base their rates on anything 
other than cost. Shipping lines on the lakes 
follow the railway pattern. I think as soon as 
you get the railways basing their rates on cost 
you will also get a sympathetic movement in the 
other transportation agencies and they will also 
base their rates on their costs to assert their 
own inherent advantages. 

Q. You are suggesting then, that if the 
railways! rates are based on cost, punapiaeaie 
of transportation will follow and you will‘ensure --~ 

A. At least, where they are competitive 
they will. Where there is competition between 
the agencies then they will automatically follow, 

Q. ~-- coordination of transportation? 
That is the position you take? 

A. X¢s. 

Q. I am going to move on, Mr. Hughes, to 
chapter 7, and to hace 21, paragraph 76. You are 


dealing there with empty return car movements, and 
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~ ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex. 13544 
TORONTO. ONTARIO Cooper ) 


you say: 
"Whether cars normally return empty or 
otherwise on a particular route or 
because of some particular traffic has 
a great bearing on costs. wit there 
normally a 50-per-cent empty return 
factor, out-of-pocket costs will be , 
other things being equal, twice as high as if 


cars were fully loaded each way." 


Is that second sentence right? 


A. No, I should have put in the figure 


of 100 per cent there. 
» ( 
Q. "50-per-cent should be 100-per-cent "? 
A. Yes. 


MR. SINCLAIR: In what paragraph is that? 

MR. COOPER: Paragraph 76 on page 21. 

Q. At page 22 you deal with the subject 
of recovery of overhead costs, and you mention 
three methods of distribution of overheads, and 
they are listed under (a), (b) and (c), and (c) 
is distribution according to the value of service, 


and in paragraph 81 you say: 


'The method is infinitely superior, on 


all counts, to the other two." 


— 


I take it what you are saying is that the method 
of distribution according to the value of service 
is infinitely superior to the other two? 


A. Yes, that is what I meant to say. 
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TORONTO. ONTARIO (Cooper) 
Q. Is not this the method presently used 
by the railways? | 
A, No, I would not say it was. The 


railways at present, of course, have the classification, 
which is very largely based, as I have said, on the 
value of Mae commodity. Not only do they have 

class rates based on this classification, but they 

also have commodity rates based on this classification, 
and I think this is well borne out by the rates I 

have put in the first part of the brief. The 

class and related rates are related to the value 

of the commodity at present, whereas the system 


in Part 2 would not do that. 


(13550 follows) 
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Also the railways at present may not be 
maximizing their receipts as to what the traffic can 
bear; they may not be maximizing their receipts on some 
traffic. One particular instance, of course, is 
corn flakes, possibly rice krispies, and so on; and 
also the present system does not allow for traffic to 
be carried above out-of-pocket costs. Our system would 
make it illegal for the railways to carry anything at 
less than out-of-pocket costs. There is nothing to 
stop the railways going into koubeeseaen today and 
providing a service at predatory pricing and putting 
a competitor out of business. 

COMMISSIONER MANN: Mr. Hughes, did I 
understand you to say that at present the railways are 
illegally allowed to make rates at below out-of- 
pocket costs? 

THE WITNESS: On rice krispies. 

COMMISSIONER MANN: On any commodity. Do 
you think the Board allows the vinivere to make rates 
below out-of-pocket costs? 

THE WITNESS: Yes, I think there is such 
traffic carried at out-of-pocket costs. 

COMMISSIONER MANN: And if the Board found 
such a vate, would the Board discontinue it or make 


the railways withdraw it? 


THE WITNESS: It may be if they had found iv. 
MR. COOPER: Q. If it was carried at out- 
of-pocket costs, I understood you to have in mind on 


that point the extra products which had been voluntarily 
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TORONTO. ONTARIO 
(Cooper ) 


given the benefit or you say given the benefit of 
statutory rates. 

A. Yes. 

Q. That is what you had in mind, but you 
have now gone further in answer to Commissioner Mann's 
question, I believe. 

A. Yess I would like to backtrack a little 
bit on what I said. I said the railways could engage 
in predatory pricing. I had fergotten for a minute 
that the railways' rates had to be compensatory. I 
think there are instances where railroads do carry 
traffic at less than out-of-pocket costs. I think °in 
the Turgeon Commission, it was pointed out in one 
brief by the railways, in their Part 1, that some 
lel freight, they thought, was carried at less than 
out-ofspecket costs. They also said in this brief -- 
I will give you the reference. The At. and Beet eacee 
are mentioned on page 71 to 78, Submission ef @.P.Ry te 
the Rose Commission on Transportation, Part 1. 

THE CHAIRMAN: That is the Turgeon 
Commission? 

THE WITNESS: Turgeon Commission, yes. 

Some of the lel traffic -- it is inferred that it is 
not compensatory. It says in one paragraph on page ¢4;: 

"While the average loading per way-freight 

"ears is substantially lower" -- 
and he is talking oe lel traffic -- 

"than the loading per car of straight mer- 


"chandise cars or carload traffic and the 
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(Cooper) 

"earnings thereon may be considered as non- 
"compensatory, the service these cars perform 
"is of great importance to the communities 
" H 
they serve . . « 


I think here they are inferring that these 


rates may be actually non-compensatory, may be carrying 


out-of-pocket losses. There may be agreed charges, 
there may be -- 

MR. HUME: Which Turgeon Commission, the 
first one or ---' 7 

THE WITNESS: The first one, 1949-51. 

THE CHAIRMAN: We will adjourn until two 


o'clock tomorrow afternoon. 


---Ad journment. 
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ANGUS, STONEHOUSE & CO. LTD. 13554 
TORONTO, ONTARIO 


Ottawa, Ontario, 
Tuesday, 
June 7, 1960. 


---QOn commencing at 2.00 p.m. 


THE CHAIRMAN: Order, please. Today we 


will sit until five o'clock. 


CROSS-EXAMINATION BY MR, COOPER (Cont'd): 

Qe Mr, Hughes, yesterday you were asked a 
question at page 13550 of the record, Commissioner 
Mann saids 

"Mr, Hughes, did I understand you to say 

that at present the railways are illegally 
allowed to make rates at below out-of-pocket 
costs?" 
And then certain discussion followed from that question, 
and at page 13552 you were, I believe, in the process 
of answering the question but you had not completed 
your answer when adjournment took place. Is there 


anything further you wish te add to what is in the 


record with respect to the question that was raised? 
A. yes, I think so, Mr. Gooper. T hadn't 
quite finished the answer, I was snealcing about the 


CO.P.R. brief to the -urgeon Commission, Part Tr, 1949, 
and I had already mentioned that the su spect areas 
pointed out by the C.P.R. in 1949 were the way freight 


trains to do with 1l.c.l. traffic and the 4c. and east 
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submission, and this is what it says at page 90: 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr=-ex 13555 
TORONTO. ONTARIO f a \ 
(Cooper ) 


"Alberta coal to Ontario points. Earlier 

in this submission reference was made to a non- 

compensatory rate known as the At. and East grain 

rates. There is another competitive rate 

which is also non-compéensatory and that is the 

rate on Alberta coal to Ontario points." 
That is one suspect area, There are other suspect 
areas, one of which would be the passenger service, and 
I think there has been talk in these hearings so far that 
the passenger service is running at a deficit. 

In the transcript, Volume 19, pag@ 2747, Dr. 
Kdwards saids 
"The passenger train service revemuies 

do not cover the total variable cost for the 

passenger train service," 
This passenger train service is one of these areas where 
we are talking about in paraégranoh 30 of the British 
Columbia submission, on page 9, and this is directly 
related to the question -- a tendency te expand the 
area of unprofitable rates and activity to solic 


passengers that can only bé handled at a loss. Now, 


Te) 
9 
92] 
t6 
a) 
o 

§Q 
a) 
hy 
fA 
(hs 
Py 
“ 
feto 
co) 
@ 
fe 
cr 
oO 
ea 
& 
a9 
oO 
ae 
Gi 
feo 
BE 
ae 
3 

p 
A] 
ES 
x 

5 
A 3 
ey 


this is done, 


We zet evidence in this Commission at this time 


that some braneh lines are a@iso suspect ars2s, i am 


not saying that traffic on branch lines 18 avtively 
solicited, but at least it is & suspect deficit area, 
Mr, Stenason at Volume 69 of the sranseript, 


page 12250, said this: 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, Cr-@X 13556 
TORONTO, ONTARIO ( Cooper ) 


"As I said earlier, I have not analysed 
all the branch lines of Canadian Pacific. A, 
suspect there ere individual branch lines on 
Canadian Pacific which are operated at a deficit." 
These are specific instances that I have, Mr. Cooper. 
There may be others that I don't know about. 

Q That is all, then, you wish to add to 
your answer of yesterday to the question to which I 
referred? 

A. Yes. 

Q Would you turn, Mr. Hughes, to page 26 
of Part II of the submission and paragraph 95 on that 
page. It is stated in that paragraph, and I am 
quoting: 

"It is urged, therefore, that rates should 

be allowed to go lower than necessary to meet 
competition, but only to the level which will 
maximize the raliways' receipts on a particular 
class of traffic." 

Would you éxplain just what you mean by that sentence? 

A. yes, This paragraph 95 and the one 
immediately preceding it, 94, beth menticn that rates 
should not be allowed to go -=- rates should be allowed 
to go lower than necessary to meet competition, but 
only to the level which will maximize the raliways! 
receipts. Now, this is somewhat wisleading the way i¢ 
is written, and as I read it now. What I m@éan is that 
the Board of Transport Commissioners should not resteict 


railways to put rates right down to cut-of-peckst costs 
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if they want to, and they should not prevent the railway 
putting rates as high as they want except for captive 
traffic, which I suggested should be fully allocated 
costs. Within this minima the railways should be 
allowed to do what they want, and when I say rates should 
be allowed to go only to the level which will maximize 
the rallways' receipts, I mean by this that I am urging 
the railways to do this. I don't mean the Board should 
allow this; I mean the railways themselves should allow 
them to go to the level which will maximize their 
receipts. 

Qe Would that involve an amendment of 
section 334 of the Railway Act? 

Ae. Yes. Section 334 of the Railway Act 
as far as I can see it, paragraph 2, subsection (c) == 

"Rates are not lower than necessary to 

meet the competition." 
That subsection, as I see it, would have to be deleted 
from the Act, repealed, 

Q. Would you turn to chapter 8 -= Proposals 
for a New Rate Structure, paragraph 100. This is the 
first paragraph of chapter 3, You state there four 
types of rates schedulesas being the basis of the 
structure, the first two of which are minimum rate 
schedules for all carload traffic, and maximum rate 
schedules for all carload "captive" traffic. if 
take it that the minimum schedules for all carload 
traffic erd the maximum rate schedules for all carload 


of their "captive" traffic will be published under the 
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proposals you are putting forward and thus become 
available to the railways' competitors? 

A. yes. 

Q. Why should the schedules not be withheld 
from publication? Why should they be made available 
to everybody? 

A. Well, they should be published, I think, 
because interested parties -- and, of course, this 
includes truckers, and another interested party is 
a captive shipper -- these parties want to be certain 
that no traffic is carried by the railways at less than 
out-of-pocket costs, because in the one case the 
trucker would believe it was predatory pricing, and 
in the case of the captive shippers, that obviously 
they are being burdened by out-of-pocket costs which 
the railways want to or do incur, probably unwittingly, 
on this captive traffic. Now, I don't envisage 
that if the Board of Transport Commissioners Cost 
Section was set out or some other cost section was in- 
corporated into the regulation of the railways -- I 
don't see that publicationad minimum schedules would 
be something that we would be inflexible about. I 
think if they were published and there was access to 
the raillways' costs, then I would not be against not 
publishing the railways' schedules. 

Q. Whether it is published or net depends 
on whether there is a strong cost-finding section 
attached to or part of the Board of Transport Com- 


missioners? 
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A. Yes. If there is no cost section set 
out -- if anybody turns to them, the Board or some 
other place, then so that the captive shipper is sure 
that nothing is being put onto him and he is not being 
run out of business by the railways, which could con- 
ceivably happen as traffic gets heavier. 

Qe I turn to page 29 where you have a dis- 
tance factor table. You put the rating at the top, 
the carload classification table, which is taken from 
your Carload Classification table on page 28. Under 
that you have got cents per 100 pounds, and you show 
distances 100 to 199 miles and 200 to 299 miles. 

Is this distance factor rating uniform for all Canada? 

A. yes; and the reason is this, because 
other cost differences between one region and 
another, one route and another, one type of commodity 
as against another type of commodity going over a 
different route must, I think, be taken into account 
in the other arbitraries, the terminal group and the 
route group, and also in the classification itself. 

THE CHAIRMAN: This would apply to New- 
foundland? 

THE WITNESS: yes, sir. 

MR, COOPER: Q. Paragraph 105, also on 
page 29, deals with terminal arbitraries, and I 
take it that if a commodity has to go through a number 
of terminals which are high cost because they haven't 
peen modernized, or for some other reason, then the 


movement of that commodity would be at a disadvantage 
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compared with a like commodity which, on its way to 
the market, would go through terminals which were low 
cost terminals? 
By yes, We don't want to carry any 
commodities at less than the at-of-pocket cost, and 
if there is a high cost movement, we think that high 
cost should be related in the rate the shipper pays. 
Q. That prevails in your whole conception 
of cost and everything else must yield to its; is that 
correct? 
A. I am not going to be categorical 
about it. There may be matters of national interest. 
I could not be categorical about it. 
Qe Surely apart from questions of national 
interest, which at the moment you are not prepared 
to specify, cost would be the dominant factor ae 
cases? 
A. yes, it would be the dominant factor. 
Qe At page 30, paragraphs lle and11l3, 
you refer to what I may call reclassifications of 
traffic into the captive class or from the captive 
class into the other class. Now, would you anticipate 
a large number of applications to the Board under 
paragraphs 112 and 113 to change categories of traffic 
from captive to non-captive and the other way about? 
A. I can't see many applications to the 
Board from the shipper to have his traffic classed 
as captive, because I think competition is just pushing 


the thing the other way. I think we are getting more 
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and more traffic into the competitive rates now, and I 

3 think once we get the initial -- get the thing going 

4 initially, I can't see any more applications. There 

5 may be one or two; some trucking firm may have to go 

6 out of business, or something like that, and then there 
7 may be an application. On the other side, if the rail- 
8 ways wanted to get traffic classed as non-captive, 

9 again I can't see any applications coming up. The 

10 only reason I think the railways would want to reclassify 
11 this traffic would be to tidy up their books so that 

12 they wouldn't have to publish the maximum schedules; 

13 I think the maximum schedules would become paper rates. 
14 Q. On the other hand, there is nothing static 
15] about this captive class, is there, because it depends 
16|| on competition which may be absent one day and may appear 
17] the next day? 

18 RZ Well, of course, for a captive shipper to 
19| be captive there must be no reasonable competition, and 
20|| by no reasonable competition, the railways would have 

zi to show that the competition was not sporadic, or 

22|| the other way round, that the competition was not there 
23|| and the competition was only sporadic. That is not 

24|| day by day competition; it is competition which is 

25|| really there, if you have traffic classified as competi- 
26| tive traffic. It isn't day to day competition, it is 
27|| something that iz always there. 

28 Q. I understand it is not day to day com- 

29| petitim, but, on the other hand, something which is 


30|| captive one week may be non-captive next week; there 
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may be changes from captive to non-captive class? 

A. I can't envisage such a situation at 
all. 

Q. The only point I am making is that there 
is nothing really static about this captive class, be- 
cause it depends on competition which may appear at 
any time? 

A Yes, there is nothing static about it. 

I envisage a great movement in the next few years, 
practically all traffic will become competitive, but 
there will be certain areas which will never become com- 
petitive, but most of it will. 

Q. When you are referring te competition 
you are referring to existing competition and not 
potential competition? 

A. Where are you looking at particularly? 

Q. Well, your definition of captive traffic 
is traffic for which there is no reasonable competition. 
I take it that means noreasonable actual or existing 
competition? 

A. That is what I am meaning. 

O, You are not concerned there with po- 
tentials you are not reading from the word "competition" 
any potentiality with respect to it? 

A. No. I am talking about actual competition). 

Qo At page 31, paragraph 119, you state 
right at the bottom of the page: 

"General horizontal percentage increases 


would not be in accordance with the proposed 
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(Cooper ) 
principles of rate making." 
You may have already told the Commission this, but 
I believe the situation would be under your proposal 
that general horizontal percentage increases would 
be eliminated and become a thing of the past? 

A. Geneal horizontal percentage increases 
would be eliminated, yés. 

Q. What would be the procedure that would 
be followed if the railways required additional 
revenues from rate increases? 

A. It may be better if you look at the 
Suggested tables on page 29 as I answer you. 


Q. yes, 


(Page 13568 follows) 
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A. And the railways want a rate increase 
because something has gone up, probably fuel oil or 
something like that, or, better still, a general 
increase in wages of trainmen or general labour like 
that. 

Now, this would be a factor where the rail- 
ways would obviously want a rate increase, so that they 
would have to go along to the Board with an analysis 
of the figures of where this wage increase is bearing on 
Is it in the terminal? It may be some of it obviously 
in the terminals. I doubt whether there would be any 
particular amendment to the routes here because labour 
is employed on all the routes. 

The distance factor, there may be costs there 
that may go and these would be broken up and simply an 
addition put into the distance factor in the cents 
per hundred lbs. -- instead of 20 cents, then the 
proportions that should go on to cover the whole wage 
increase. It may just have to be amended to, say, 
el cents, 19 cents, 17 cents. 

If terminal costs have gone up for any 
reason, then we will get an increase in the dollars per 
carload, but I cannot imagine that there would be 
frequent changes. I do not envisage frequent changes 
like this. I can imagine wage increases and this would 
be one occasion. Other occasions may happen when the 
price of fuel oil goes up or the price of ties and so 
on, but I do not envisage continual revisions of this. 
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the future, for the foreseeable future in the cost 
situation, but the whole thing would be that the cost 
increase for the terminal, whether it was labour or 
fuel oil or cost of ties or ballast, the cost increases 
would be put where they belong, either in the terminal 
group or in the distance factor or possibly in the 
route group. The cost will be brought home to rest 
where it belongs. 

Q. ©. You may have already touched on this 
point before, Mr. Hughes, in your evidence. I think 
you have. I nevertheless want to put this question to 
you and, even at the expense of some repetition of 
what you have already said, would you please answer it 
for the information of the Commission. The question is 
this: what are the steps by which your rate-making 
proposal would be brought into effect? 

A. I think the answer is very largely on 
page 34, paragraph 132. I say that the first step, 
as I see it, would be that artificialities such as the 
one and one-third rule, something should first be done 
about that. We want it cancelling. Another artificial- 
ity, of course, is equalization. I think that would be, 
any further progress towards equalization, would be 
another of the first things to be done. 

I think then as railway studies get on, and 
we know the railways have a lot of cost studies already 
done, they supply them to the traffic men all the time, 
then I think that maximum rates should be possible for 


captive traffic, at least in the worst class there 
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and then possibly lel, and carload scales could be done 
after that. 

But the whole process, apart from further 
movements towards equalization and possibly the one and 
one-third rule, that may take a while, but the whole 
process, I do not imagine to be coming in overnight. 

We do not want another Royal Commission on Transportation, 
and we are trying to take a long-term look at things. 

THE CHAIRMAN: How long would the changeover 
take? 

THE WITNESS: I imagine a good many years, 
IL should say three, four or five years. I am not 
looking for anything overnight, Mr. Chairman. Youcan 
do your lel,and passenger scale just as soon as the 
railways -- I don't want to overburden anybody with 
work but as soon as they could get down to it and find 
out more about their own costs. 

MR. COOPER: Q. Mr. Hughes, you have through 
out the Submission referred in several places to loca- 
tion of industry. What effect, if any, would the 
implementation of your rate-making proposal have on 
the re-location of existing industries and location of 
new industries? When I use that word "industries" in 
this question, I mean secondary manufacturing 
industries free to locate in areas where transportation 
costs would be most favourable. 

A. "Industries" means an awful lot of 
things. We can take anything into the meaning of 


industry. I like to split industry up into at least 
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three classes. First, of course, would be the 

extractive industries, and these would be industries 

such as fishing, any of the industries based on fish- 

ing, such as fish canning. Other onee would be apple 

growing and industries based on apple growing, the 


making of cider or apple juice. Agriculture, canning 


tomatoes, that part of industry, based on the extraction 


of things either from the sea or lakes or agriculture 
or the forests, saw mills and so on. 

No matter what the transportation prices 
were, that industry could not be re-located. You have 
to have a saw mill near to where the trees ww because 
you cannot transport logs hundreds of miles, thousands 
of miles and saw them up and throw all the waste 
products away. So extractive industries would not 
have their location changed. 

There is another type of industry which I call 
the ubiquitous type of industry, and this is one where 
raw materials, the main raw iat even is located in every 
part of the country, and one of those examples would be 
water. Again I refer to beer or pepsi-cola or some 
soft drink like that. It is just not economical to 
transport water all over Canada in bottles. Even the 
best beer or the best cola or something like that is 
about 994 per cent water, so you are not going to trans- 
port water all over Canada. You might as well get the 
other raw materials and then make the commodity. 

Another one of these ubiquitous industries 


is brick-making. You can get clay a lot of places, so 
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you are not going to transport bricks all over the 
place. You can transport the colouring or whatever the 
use in bricks and get the clay locally. 

So extractive industries and ubiquitous 
industries just could not be changed by this type of 
proposal. 

There is a third type of industry and this is 
the one you refer to as secondary manufacturing. Very 
often in secondary manufacturing the transport costs 
are not a high proportion of the selling price. An 
example, I should think, would be tires, electrical 
apparatus, quite a few things, where transportation 
costs is not a high proportion of the selling price. 

If the transport cost is not a high proportion of the 
selling price, it very often happens that other things 
are more important than transport costs. Other things 
would be labour or the price of labour, the price of 
electric power and other kinds of power. . There may be 
other things, there may be the rent site, there may be 
all kinds of other associated industries in the area 
which give greater economies than shifting the whole 
factory would give to the industry because of any 
freight rate change. 

I cannot see that any existing secondary 
manufacturing industry would change, because other 
things are less important than transportation. Usually 
in this kind of industry there is very often a whole 
area of other things grown up around it, and they are 


not going to change. Very often also with this type of 
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(Cooper ) 
1 
: industry, whatever the freight rates are, whether they 
5 are brought down through this proposal or not, there 
, will always be high freight rates to the Maritimes, 
2 there will always be high freight rates to British 
6 Columbia, some parts of Alberta and Manitoba and so on. 
4 So it is always going to become somebody 
3 to set up a factory under this umbrella, and there will 
9 as be this secondary manufacturing set-up under a 
10 freight rate umbrella, no matter how much you bring 
1 the freight rates down or no matter how much you alter 
12 them. 
13 On the whole I really cannot see that this 
14 proposal would have any great change on the location 


15 of industry at all. 
16 Q. You do not think that this proposal would 


17 have the effect of causing secondary manufacturing 


18 industries which are now located, let us say, in the 
19 western provinces under the umbrella to move into 

20 Central Canada, or the loss of new industries which 
1 might under our present freight rate structure locate 
22 in, say, Western Canada. | 

23 A. Well, I would like to put it further 


24 than that and I would say that in those areas, on these 
25 main line routes, Calgary, Edmonton, Winnipeg and 

26 so° on,)) 1) can say, just as very low costroutes, that 

27 are now payinghigherpices than they should be, they 

28 ‘uswen eek lower transportation prices than they now 


29 have because they want the benefit of low cost operation |, 
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We would get industry moving to Winnipeg, 
Alberta, British Columbia and the Maritimes up there 
on these good, well-loading routes. - 

COMMISSIONER MANN: Mr. Hughes, I have a 
little difficulty here. If the movement, say, from 
Toronto to Winnipeg on secondary manufacture takes 
place in a lower rate because of the cost base 
structure, then to the extent that freight rates are 
a locational factor, to that extent it would not pay 
to have the secondary industry in Winnipeg. ‘It would 
pay particularly in industries where there is any 
benefit of economy of scale to have a single location 
industry rather than a multi-location industry. The 
effect -- I would like you to comment on that -- would 
perhaps be the opposite. 

A. I see your point there, and of course 
it all depends on the type of industry that we are 
talking about, but to the extent that transportation 
costs are the all-important thing, then there may be 
some flow there, but very often the factory will 
go up to Winnipeg because the meat is there and they 
set up a meat-packing plant and they will want low 
costs there. Or they will go because they want to 
set up a woollen textile factory and they like the 
girls that work there, they pay lower wages probably 
there than they do in Toronto or something like that. 

But it is really impossible to -- I cannot 


see any change under this. I cannot see any existing 


- apsatont « os sab vom xt noubet 199 S08 nie ina 


enedd. ou san ota adit one, stds op saben hes. 


i 7 


ae oon: gatbeot-Lteu Boag onsite 


1 a. oved z eedadi ot | A AAWOLLALIMOD, ‘<i 


: mor’? ose treme vo in ont DE - vetoed wILuoETILh otaeidl 


2 ae sonle it state tunem yr baooes ot. geet ot. oan 


te i ‘a het ble | ey 7 
: tied taoo ert to savbosd. odet xowol.s ae eosiq Lae 
im : 2 Nn ag 


1 C2 Bete telatoxrt tent dtnedxe edt ot anode orudoanda 


: ae | mk ei Ha a 
Ne den. Divew 3b taetxne tead ot, *0d98t Issolssool 


u 

:  bivow gz egioniw of yutusbal wiebnooes sit eved: of 
, a dy We ne i@ek i cg yah ot ory & EN 7” syed fog <b ceed Bane fy ar vitia leat fre ego 

Oy ao , 1 Mp ie Reda Ch a Mel ales ale SP SIPS OY a ( in Mikey adap ie hs et oy | bet 


| (ebistaeel efants s svan of eiaoe to ymoncos) ‘to seemed 
ie: | | : i 
4 ont i vitewont motisool-tifen & med tonite: Se a 
_; = : 

1, Bisow -~ teas ao toremnes ot soy othf Klweow I -- gootte 


a | bet tiewoqgo et sd eqsctreq | 
oh ta ~ , q Rane eis s pe c 
WON e0e Do WA OO 


ay a a ne : 
S18. ow dead ycdenbiak %0 oot -ord mo ahreash fis dh 


i 8691800 Lo bas ».oregds saint 


| nottedxegamend dent thedke ent od dud tuoda gutsifad 
od yom erent most acdemiaial tratiogmt-Iie eit o1s. ataos: 

; iitw yuodtest ott aed%to qtev sud erst? volt omen 

ft “Yodd pew onsdd eb doom edit SauEsed goatankW ot fl | 

ui : a a a im 


WoL tnsw £Lbu mer bone dea Lq, prt toncodsitin s aw tem tag 
a fC 


od ipne yond eaveosd Og, ieLbw gnats "10 sored wines Lag 


7 


edd axitt -yosid Denis ‘yroven? ehiones nol Loovw a | mn 
Rien j 


dadong BeRaW nowol wee siauad .Ptend aWiow deri bis 


) oe 


OnOP at ob vod nad 3 - 
Oe iy rae * Wye gn 


- teens: . — et oldies | ws 


~ ANGUS, STONEHOUSE & CO. LTD. sy 
TORONTO. ONTARIO Hughes, cr-ex 5S od he, 
(Cooper ) 


industry changing, and I can see that people want to 
go out to these low cost mainline routes to get out of 
the other factors, and I really cannot see any change, 
and if there is any change at all I think it is going 
to the benefit of the provinces on the good routes. 

THE CHAIRMAN: Don't you think there is 
the danger of centralizing industry? 

A. I cannot see that it would centralize 
anything, Mr. Chairman, I cannot see that at all. The 
position as we have it now, we are getting more and 
more competition. I do not think we are seeing any 
trend to centralization. I think we are still getting 
our factories and so on out in the Prairies and British 
Columbia. 

To argue for higher freight rates because we 
want local industry all seems to me to be a false 
argument. We often get people at home arguing for 
high freight rates, because they want industries there 
that are protected under tariff, but the disadvantage 
to the whole people in the area is much greater than 
the advantage to those particular few who have a candy 
factory. I do not think there is any danger of 
centralization. 

THE CHAIRMAN: Well, high freight rates have 
built up some secondary industries in B.C., has it 
not? 

A, It has done, but it has not built up 
very much. Most of our fiadevhice still related te the ° 


forests and the fisheries, but it has not built up very 
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TORONTO, ONTARIO (Cooper) 
much secondary manufacturing. You see, we cannot get 
all the raw materials in one particular place. If we 


set up a chemical plant, we are still bringing in 
under high freight rates. If this is why it was done, 
if that is the only case, then we are still bringing 

in a lot of our raw materials. If you are making 
tires you have got to get the rubber, you have got to 
get sulphur, got to get nylon cord, things from all 
parts of Canada. If you are making furniture you need 
glass, you need various kinds of wood. You cannot just 
Stay with white pine in the furniture factory. You 
have got to get things from all over the place, and 
they are sent to the factories where the aggregate of 
the prices are the least, and I cannot see any trend 

to go to centralization under this scheme. 

COMMISSIONER PLATT: Mr. Hughes, are you 
not overlooking or not giving enough consideration to 
the economy of scale? That is, in most manufacturing 
processes now, this becomes a matter of importance, 
that unless you can manufacture more quantities of 
this particular article, you. cannot get the cost down 
to your competitor. Therefore you have to have large 
immediate markets. 

THE WITNESS : I think the trend, Mr. Platt, 
has been towards decentralization in the United States. 
We are getting the car factories on the West Coast, 
we are getting steel plants on the West Coast, for all 
kinds of reasons, and one of the reasons is because 


the population is growing out on the West Coast, because 
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our particular market is growing. Around Calgary, I 
believe, United States steel is becoming interested. 
They are thinking of building a steel plant out in the 
West. We may eventually get a car factory out in the 
West. 

It is the market that-is as ‘ane aid “ae 
the economy of scale, and we are certainly not getting 
centralization in the United States, we are getting 
decentralization, if anything. It has an awful lot to 
do with other things besides transportation, economies 
in management and so on through decentralization. 

COMMISSIONER PLATT: This is true, Mr. Hughes, 
but do you envisage the time in the near future that 
there will be as many people in Western Canada as there 
are in the City of Los Angeles right now? 

A. I cannot say that, but you certainly get 
factories in Denver, Colorado and Salt Lake City where 
the population will never be very big compared with 
Los Angeles, but you still get factories there, or you 
get them very often in the parts of the United States 
where the transportation prices are very often lower 
than in the other parts of the country. 

You set up a factory in the south, even 
though it is a branch of a main factory in Detroit or 
Toledo or somewhere else. The trend is that way. 

Very often the reason is because it is nearer to the 
market, or you get economies of management because the 
firm was getting too big. 


COMMISSIONER MANN: To some extent I suppose 
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the American experience is influenced by the existence 

of the value of service principle in the American rate 

structure. 

A. Well, I think there is far more com- 
petition in the United States than there is here, and 
to the extent we have this competition, we have a great 
deal of trucking, many pipelines all over the place, 
railroads, barges, ocean shipping. I am quite sure that 
they are much more adapted to a cost of service type 
of rate-making than we are, so that transport prices 
in the States more nearly reflect the cost of transport 
than they do in Canada and we are not so diversified. 

COMMISSIONER MANN: Mr. Hughes, if the 
cost characteristics of transporting skelp from 
Welland to Vancouver were the same as those of trans- 
porting the finished pipe, would there be a great 
incentive for having a-pipe factory at Port Moody? 

A. We have to assume, other things being 
equal, things at Port Moody, we can get terminal 
power, we can get good labour. 

COMMISSIONER MANN: Other things being equal, 
we are trying to analyze the importance of transporta- 
tion costs on the location, for example, of industry. 

A. You have to hold everything equal and 
that is a very hard thing to do, saieciae things being 
equal, labour power and everything, there would be 
no advantage in having it at either Welland or out in 
Vancouver, Port Moody. 


COMMISSIONER MANN: If there were existing 
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plants at Welland whereby incremental investment could 
take care of the increased capacity that are required 
to displace a plant at Port Moody, would there be 
much incentive for anyone to go to Port Moody? 

A. Well, you have to make a great big 
leap of faith here in making everything equal, but 
we have vine stitan industry development. We have 
deep-sea water in Port Moody, for example. But if 
there was an existing plant in Welland, then there 
would not be any change to Port Moody. But, as I say, 
other things veined equal, they are a bit unrealistic 
in this case because Port Moody is a good place to 
locate industry. 

COMMISSIONER ANSCOMB: I suppose you would 
agree that the population factor, in other words the 
market of a mass of people, is very mueéh more po hea 
secondary industry than all the freights you might 
talk about for five years. 

A. I am quite sure you are right there. 

Q. Let me just tell you that years ago 
there used to be a tire factory did start in 
Coquitlam in British Columbia. It went broke twice 
because the population was not there to feed it. 

A. Well, C.P.R. yards are there and they 


have something to do with it. 
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COMMISSIONER ANSCOMB: There is as much of 
a population in the State of California today as there 
is in the whole of Canada. 

THE WITNESS: Yes. I think population has 
a great effect on secondary industry. 

COMMISSIONER ANSCOMB: I am sorry for inter- 
rupting you, Mr. Cooper. 

MR. COOPER: Q. Mr. Hughes, I refer you 
to Appendix B which is entitled "Rate making in Europe". 
I do not want you to go into great detail at all in 
answering this question, but can you indicate to the 
Commission briefly how your proposal compares with the 
railway rate structure now in effect in the United 
Kingdom? 

A. Well, it is a long time since I was in 
the United Kingdom. I did have some preliminary dis- 
cussions with the people who were setting up the case 
when I was in England. I used to meet them all pretty 
regularly, but this was a long time ago, and since 
then I have had no practical experience of what is 
going on there, but I do know that this 1953 Transpart 
Act was passed, and that Act allows for maximum scales 
of charges only. The maximum scales were drawn up 
by the railways to cover the extreme ranges of cost 
so that no traffic would ever move at less than cost. 

They brought this scheme up before the 
Transport Tribunal, and there was a hearing which 
lasted forty-four days, I understand, and the maximum 


scales were pared down quite a bit -- by about ten per 
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(Cooper ) 
1 
9 cent. The tribunal thought they were too high. 
3 The law says that once this maximum scale 
4 has been agreed upon -- and it was agreed upon -- 
5 there shall be no minimum scale; the railways shall 
6 be absolutely free to have any rate that they want, 
, and, moreover, that they have complete freedom. They 


8 do not have to publish any tariff. There are no tariffs. 
9 There is no classification. They have got complete 
10 freedom to do what they want. They can price the rate 


11 as high as it will go. Of course, they had to do 


12 away with undue discrimination and undue preference, 
13 but nobody seems to be worried about that. 
14 This scheme has been working fairly well, 


15 obviously,because I keep seeing British articles about 
16 it, and not so long ago they sent around a questionnaire 
17 to the trade associations asking them if everything 

18 was going all right, and whether they are being affected 
19 by undue discrimination and undue preference; are they 
paying high freight rates, and so on, On the whole, 
everybody was very happy. 

The railways can go in and give a competitive 
rate, and they do not have to give notice, and they do 
not have to publish it. They are on an equal footing 
with the traders. 

So, it differs a great deal. There is not 
any real similarity between the British scheme and 
what we are wanting. The only similarity is that 
we want protection for the captive shipper, and we 


want this protection based on cost of service, so that 
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the captive shipper, with good cost characteristics, 
gets advantage of them, There is nothing like that 
in England. The maximum for the captive shipper 
can be anything that the Board wants. 

We, of course, will have to keep on publishing 
our tariffs. I do not envisage not publishing tariffs 
or doing away with undue preference, We want a minimum 
scale also. There are other differences between our 
scheme and the British scheme. 

Q. You have referred briefly in Appendix B 
also to the European situation,and here again I do not 
want any details in your answer, but it might be of 
interest to the Commission to have your comments on 
the situation in other countries on the continent of 
Europe. You refer in your Appendix to France, 

Sweden, Holland and other European countries. Can 
you give the Commission some information with respect 
to the situation on the continent of Europe? 

Ais The information I have on France-- I have 
never spoken to people in France on how they are doing. 
I know they have very fast trains, but that is all I 
do know from a practical point of view of France. 

I found one very good article in the British Transport 
Review which is published by the British Transport 
Commission. This is dated August, 1953. It describes 
the freight rates on French railways, and this is the 
only knowledge I have of them. They went over to a 
cost of service method of rate making, and they went 


over, it is said in the article, because of truck 
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competition and barge competition which forced the 
railways to take advantage of their low cost on 

certain lines. They went into a scheme ~~ I came 
across this after ours was printed, in fact. This was 
given to us by a member over the road, and this is what 
they do; they fix minimum scales to ensure that traffic 
is not conveyed at less than the direct costs, and they 
define those as being the out-of-pocket costs, 

They have maximum scales for all fae traffic. 
They have a loadability type of classification. The 
old classification no longer applies. They have a 
classification based on the weight that you can get 
into a car, To prevent any disruption, some of the 
old rates have been continued, and it is the new rates 
that are put into the new schedules, 

I think that is about all I can say with 
respect to what happens in France, They have a scheme 
very similar to ours. As a matter of fact, they have 
four classifications of terminals. It seems -- and 
this is only a coincidence -- that they penalize 
poor loading in about the samé way as ours would do, 

THE CHAIRMAN: | What is your information as 
to revenues? 

THE WITNESS: I have not looked at the situa- 
tion at all, Mr. Chairman. I have not looked at all at 
what is happening in France in regard to revenues. Did 
you say France? 

THE CHAIRMAN: France and Britain. 


THE WITNESS: In Britain they are not doing 
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very well. 

MR, SINCLAIR: That is the understatement 
of ‘the year. 

THE CHAIRMAN: What is the reason for that? 

THE WITNESS: I do not know about France, 
but I do know in England that they are not doing very 
well. I think I should give the reason in case Mr, 
Sinclair thinks it is the cost of service scheme that 
does it. 

MR, SINCLAIR: I will talk about that later 
when I get my acne 

THE WITNESS: They are very over-capitalized 
in Britain because they had a lot of equity stock before 
the railways were nationalized, and instead of the 
equity being kept on and the government taking over 
the equity they gave everybody a bond at the same 
valuation of the equity stock, so they have this highly 
capitalized system entirely in bonds. 

What has happened in England is that there is 
no overall investment policy in transportation, and then 
they haye these new through=ways, one is now open up 
to Birmingham, and another is going up to Yorkshire and 
then up to the north. These exactly parallel the main 
railway lines so quite a lot of trucking is taking 
away traffic that otherwise would have been railway 
traffile. 

At the same time, they are modernizing the 
railways. They are doing everything in parallel there, 


and there does not seem to be any overall investment 
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programme. 


In order not to upset anybody they retained 
the old charges, even though they had gone over to 
the cost of service rate making. As the Commission 
can do what it likes, and it has gone to a cost of 
service rate making, they have said; "We. will not 
change now any of the old charges that were in exis- 
tence, We will not change that basis," so a lot of 
the old charges are still on the same basis and, of 
course, they cannot take advantage of the low main line 
costs. 

In Britain they get as much featherbedding 
as anywhere else, and what has happened lately is that 
they have had a report on railway wages, and this 
report recommended roughly a ten per cent increase 
for all railway labour, but the report did not really 
say how railway labour could become more efficient. 

MR. COOPER: Qe. Could what? 

A. Could become more efficient. They 
made a recommendation for a pay increase in England, 
but they did not say in the report, or did not recom- 
mend, that featherbedding should be discontinued, or 
any new working rules, or any of that kind of thing. 

In Britain they have had a modernization 
programme going on since roughly 1953 and 1954. They 
are getting into dieselization, but they are working 
mixed train fleets now, which is not economic. Diesel 
fuel is quite expensive, but they are having to work 


both diesel and steam together which, as everybody 
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knows is not so economic. 

They have not a great deal of captive traffic. 

They have certainly no lumber traffic in England on 

which to recover any losses, or anything like that. 

Everything is very competitive, and there are reasons 

why the British railways are not making money. 

Now, with respect to France I have no infor- 

mation, and on Sweden I cannot say anything above 

what I have said in the brief, In Holland I know 

that they have a cost of service rate making scheme, 

but I do not think I am really qualified to say too 


much about it other than what is in here. 


MR, COOPER: Thank you very much, Mr. 
Hughes. Those are all the questions that I have. 


THE CHATRMAN: We will take a recess now. 


---Short recess. 


CROSS-EXAMINATION BY MR. MAURQ: 
Q- Mr. Hughes, would you look at Part I 
of the submission to Table IV on page 9? That 
table is headed; "Inter-regional Transactions of 
Manufacturing Firms in the Lower Mainland Region of 
British Columbia who buy material or sell products 
in other regions, 1958." It seems very clear from 
that chart that while the prairie provinces are 
fairly good customers of British Columbia produce, 
British Columbia is not much of a market for prairie 
producers, and I wonder whether you know of any par 


ticular reason why that should be? 
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A. If you turn to page 23, Figure 2, in 
the same submission, Mr. Mauro, I think you will see tha 
in the prairie provinces there is a very small populatio 
as compared with eastern Canada and down on the United 
States Pacific coast. I think that is the reason, 
whereas there is a concentration of population --- 

Q. Apparently I did not make my question 
clear. I think your Table IV illustrates that British 
Columbia, for all of the smaliness of the population 
of the prairie region, sells considerable produce to 
the prairie provinces, but that it is not a two-way 
trade; that, on the contrary, British Columbia receives 
the greater portion of its produce from eastern Canada 
than from the prairie provinces. 

A. I do not see the relevance, because you 
probably have not got the things that we buy, and we 
sell to you the things that you want. You do not 
grow any fir, or things like that. 

Qe I thought that might. be your answer, Mr. 
Hughes, that we do not seem to have the produce that 
you want. I suggest to you, with respect, that in the 
Winnipeg metropolitan area every one of those items 
listed in Table IV -- focd and beverages, rubber, leathei 
and textiles, wood products, paper products, metal 
products, transportation equipment, electrical apparatus, 
non-metallic mineral products, chemical and allied 
products -=- are produced, and that, in fact, the reason 
why the prairie provinces sell so little in the British 


Columbia market is due to the present freight rate 
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structure that permits manufacturers in Toronto and 
Montreal to ship into Vancouver at a price less than 
the Winnipeg manufacturer. 

A. I would not really agree with you, My. 
Mauro. If you look at Figure 1 on the other side 
of the page there -- page ll -- you will see that we 
sell quite a lot in the prairie provinces in spite 
of the high freight rates. 

Q. I am suggesting to you that there is 
no problem with respect to Vancouver and British 
Columbia selling in the prairie region. What I was 
trying to assess was the reason why in Table IV, as 
you will note, the prairie provinces sell very little 
in the British Columbia market. I am satisfied that 
you can get into the prairie market. 

MR. BRAZIER: With high freight rates. 

THE WITNESS : We have to compete with the 
high freight rate into the prairie market. We sell 
much of our produce in the prairie market because we 
just do not get across the bridge. 

MR, MAURO: Q. You do not get across the 
bridge? 

A. Only 20.5 per cent of our produce gets 
across the bridge. We have to sell all our produce 
in the prairie market because, obviously, we are a 
long, long way away from central Canada. 

Q. What reason do you attach to the fact 
that even though we restrict ourselves to the Manitoba 


manufacturer who does manufacture these products in a 
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fair quantity, I might say, but not up to the Montreal 
or Toronto level, you are supplied from eastern Canada, 
What reason do you attach to the fact that the prairie 
manufacturers do not seem to be selling equivalent 
quantities of produce in the British Columbia market? 

A. I think you have to pin it down a 
little bit. It is no use saying rubber products, 
chemicals, or something like that. if the product 
is the same product -- there may be many long-standing 
relationships. I do not think you can say offhand it 
is due to the freight rate between Manitoba and Vancouver 

Qe Do you think the existing transcontinental 
rates and agreed charges between Montreal and Vancouver, 
and Toronto and Vancouver, make it in any easier for 
the Manitoba-Saskatchewan manufacturer to get into the 
Vancouver market? 

A. I can see that if there were was a 
very low freight rate from Manitoba to vancouver then 
the Winnipeg manufacturer could sell in the Vancouver 
area, but there are all kinds of reasons for it. It 
may be moving in full trainloads, or something, from 
eastern Canada. It may move in small lots from 
Winnipeg. There may be firms which have had long- 
standing relationships. There may be all kinds of reasons 
other than the difference in the freight rate; I do not 
know. 

Q. Just for the purpose of information, Mr. 
Hughes, on page 17 in Table VIII, what are those quan- 


tities? Are they pounds, cars or tons? 
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A. Tons. 

Q. Now, your Table IX-A is entitled: 
"Average Freight Cost per ton and Average Length of 
Haul of all freight by Province of Destination," 

I wonder whether in the case of British Columbia 
there is included statutory grain destined to British 
Columbia? You have the average haul at 560.8 miles 
and the average revenue per ton of 410.9, and I wonder 
whether you have included statutory grain destined 

to British Columbia? 

AC. If you will just wait a moment I will 
check. 

COMMISSIONER ANSCOMB: Which table is that, 
Mr. Mauro? 

MR. MAURO: It is the one that was filed 
as a supplement. It is Table IX-A. 

THE WITNESS: No, it does not include the 
statutory grain. 

MR. MAURO: Q. I would assume that if you 
had included statutory grain destined to British 
Columbia then the average revenue per ton would have 
been reduced? 

A, We have not the slightest doubt, but 
we do not take the grainin British Columbia, It 
comes straight through Alberta Wheat Pools and on to 


the ship. 


(Page 13598 follows) 
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* ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13598 
TORONTO. ONTARIO leceper' 

Q. Isn't that part of the freight destined 
for British Columbia, and isn't that part of the 
freight which increases your density on the lines? 

You have told us about the high density lines in 
British Columbia. Isn't part of that high density 
caused by the movement of grain? 

A. Yes. But we don't include it in the 
cost per ton here, because when we get the grain we 
don't keepit, it goes straight through. 

Q. Manitoba and Saskatchewan and Alberta 
let it go straight through, too. 

We have drawn up some figures ourselves of 
revenue per ton-mile, Mr. Hughes, of the average revenue 
per ton-mile of freight destined to the four provinces, 
and these are as follows: the average revenue per 
ton-mile of all freight destined to Manitoba, 2.163 cents 
per ton-mile; Saskatchewan, 2.637 cents per ton-mile; 
Alberta, 2.904 cents per ton-mile, and British Columbia 
1.107 cents per ton-mile. 

A. Excluding statutory grain? 

Qe No, including. 

A. Yes. Is that a question, Mr. Mauro? 

Do you want me to comment? 

Q. I would just like to complete your 
Table IX A and put in the other average revenue per 
ton-mile of freight destined. Similarly, Table XI on 
page --- 

MR. BRAZIER: Might I ask, Mr. Mauro -- 


these figures you have just given are not similar to 
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the ones Mr. Cooper gave to the witness yesterday on 
a per ton-mile basis? 

MR. MAURO: No. 

MR. BRAZIER: These are quite independent 
figures. 

MR. MAURO: Yes. 

Q. On page 21, Table XI, under agreed 
charges, Mr.Hughes, average freight charge per ton 
by rate group, by originating province, 1957 -- we 
have worked out the revenue per ton-mile, under agreed 
charges: British Columbia, 2.06 cents per ton-mile; 
Manitoba, 3.50 cents per ton-mile, and the Canadian 
average is 2.64 cents per ton-mile. The next rate 
group, commodity competitive group: British Columbia, 
1.34; Manitoba, 3.44; Canadian average, 1.93. Commodit 
non-competitive: British Columbia, 1.98; Manitoba, 
1.82; Canadian average, 1.80. 

On page 24, the paragraph which reads: 

"Shipments from British Columbia, being bulky, 

"heavy and travelling long distances, are 

"ideally suited to rail and are in many cases 

"cied to railways as there is no reasonably 

"competitive form of transportation for 

"these types of commodities.” 

Mer. Hughes, wouldn't you agree that your 
present favourable Trans-Continental rates and the rates 
brought about by competition from American railroads 
put the British Columbia producer in a comparably 


favourable position as compared to producers in Alberta, 
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TORONTO, ONTARIO Hughes, cr-@x 13600 
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Saskatchewan or Manitoba. 

Ai The sentence you have read out to me, 
Mr. Mauro --"...and are in many cases tied to railways 
as there is no reasonably competitive form of trans- 
portation..." -- we are saying here it is tied to the 
railways; it doesn't matter whether the railways are 
competitive. I would say in so much as we do have 
competition on the West Coast, not so much in the 
interior, and I would agree that we are in a favourable 
position compared to you in Manitoba or the Prairies. 

Q. And the reason for instituting these 
low Trans-Continental rates was because of the poten- 
tial or actual threat of Panama Canal competition which 
is hanging over the heads of Canadian railways, the 
fact that you do have an alternative, real or potential, 
of pit ine all these commodities, particularly the 
large and bulky commodities, by water. 

A. If you are speaking about the bulk 
commodities moving by ship or the threat of it, I don't 
think there is very much moving by ship of bulk 
commodities. The threat is there, certainly, but 
there isn't much moving. 

Q. Isn't the threat the reason for these 
rates? You think the threat is real, don't you? 

A. If the rates went up any more, then we 
would get water competition. 

Q. So to that extent you agree that if, 
in fact, British Columbia bulk movements have problems 


of being tied to rail, the situation of the producer in 
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* ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13601 
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Alberta, Saskatchewan and Manitoba is even worse than 

that. 

A. It is no worse than our interior people, 
our apple people or interior lumber people. I am 
talking about Alberni and so on. Certainly they 
can't get a ship, or it is not economic to bring down 
rail movement into south British Columbia. 

Q. Are not the interior movements affected 
and held down by the rates of American ee zia’ te the 
east and other points in Canada?. 

A. There is an inter-relationship of all 
the freight rate structure throughout, yes. 

| Q. I notice in the next paragraph it states: 

"Roads are difficult and costly to build 

"through the province, and so trucks going to 

"Eastern Canada travel via USA routes, paying 

"licence fees in each state, As there are 

"no reciprocal licence arrangements between 

"the province and the several states or 

"provinces, truck operation over long-hauls 

"4s very costly and impractical for the 

"types of commodities which British Columbia 

"has to offer." 

I would assume that if roads are difficult 
to construct and maintain, then rail lines are similarly 
difficult and costly to maintain in British codtinbae 

A. They were in the past, but when you 
take the economics of highway construction and operation 


and railway construction and operation, you get a 
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TORONTO, ONTARIO 
(Cooper) 


different situation. It may have been costly to 

build railway lines in British Columbia, but if you 

get the utilization it is the cost per unit that 
matters. We have to find the money to get the highways 
built. 

Q. It is the nature of the terrain, it is 
the pure geography of the area which makes both railways 
and roads costly to construct and maintain in British 
Columbia. 

A. You are talking about two different 
things here. The railway lines take the best route 
through the Rockies. The terrain is very bad for 
some of the communities, especially some of the coastal 
communities, where they would never think of building 
a railway line, because there is not enough traffic 
there. So when you are talking about the railway 
construction being high as against highways, you are not 
looking at parallel highways and parallel roads. 

Q. Would you agree or accept the statement 
that the average track maintenance per mile in British 
. Columbia was in the nature of $3,500 as opposed to 
a system average of $2,500. 

A. I wouldn't until I could look at that. 

Q. Now, on page 25, Column 1: 

"Table VI shows the total rail transportation 

"bill for British Columbia, with breakdown 

"by type of rate and direction of haul. It 

"is seen from Table VI A that the total 


"domestic rail transportation bill for 
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"British Columbia in 1957 was $131 million, 
"providing the railways with seven billion 
"ton-miles. In other words, for domestic 

"traffic only, British Columbia provided 

"13 per cent of the freight revenues for the 

"pailways and 11 per cent of the freight ton- 

"miles," | 

Is this including or excluding statutory 
grain destined for export? 

A. In Table VI A, the two figures are 
given, of course. Looking at Table VI A, page 12, 
under the total freight colum, and if you are reading 
along and you see "Total", then you get the part that 
includes statutory grain, and if you look underneath 
that you get excluding statutory grain. So we get 
both there. This is why we say we pay so much of 
the transportation bill; and, to be fair about it, 
if we take out the statutory grain, then maybe we 
don't pay so much. That is why we give the two 
figures. 

Q. At Column 2 on page 25, the first 
complete paragraph, the sentence towards the end of 
the paragraph: 

"The production of British Columbia, destined 

"for overseas markets, being mainly forest 

"oroducts and minerals, is in close and 

"direct competition with producers in other 

"countries. British Columbia's producers 


"have to accept the world price over which 
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"they have no control." 

You would certainly agree that that is equally 
applicable to export grain. 

A. I certainly would, yes. 

Q. And that your producers have one defi- 
nite advantage over the grain producer, that you are 
in close proximity to tide water as opposed to the 
grain producer. 

A, Yes. 

Q. As regards the bridge subsidy, Chapter whe 
of Part 1, I wonder if you could advise the Commission 
whether the Province of British Columbia in 1949, 
before the Turgeon Commission, supported the principle 
of the bridge subsidy, or before the Parliamentary 
Committee? 

MR. BRAZIER: It is a long time, Mr. Mauro, 
Since I looked at it. I would like to doublecheck. 

My recollection is that we certainly did not before the 
Turgeon Commission. 

THE CHAIRMAN : I do not think it arose 
before the eure Commission. 

MR. SINCLAIR: It was in Saskat chewan. 

It turned up, in a little different form. The seed 
was sown by Saskatchewan. 

MR. BRAZIER;: I think if we took a stand 
it would be before the Parliamentary Committee. 
Certainly we have changed our opinion; it is different 
today. 


MR. MAURO: Q. Then following on that 


. ] ; — ' y f : 

~ * As : : A " : A ¥ se 

ih ae : : ra ond ; hee f fad ‘ © axe st ~ 
4 : : Pena. u as, f 


raid i 


=) agit BuOs at Jers ss te btwow bail 
be ia . 
“ 


Pah: Tas re cDING we vtatsase8 D ik 


: 


‘—{Teb 200 eved BASSO" iq THON toad pak @ ik 


exe Hoy Iedt .teovborg alsis sit TSvo" ‘eaetanvbs este 


a ' 5 

~ ? ‘ A ; 1 i i 

: sav ot hssedqo eB deaatlobke ot atom en0l0 

on” ia ‘S 
iM ay me 3 mb 

an «901 beds aie a 


A> Same. ee on wise i 

a | 7a * } ee 

S aistasnD ,.vbleduse spbiic. ony BOtsRoF BA 2 ‘ ih 
ddd setvbs oSfveo woy Tf “sepnow TF - tnet to | 
COL eb \etdaiwslod debsincd to sodtvort: oad sorted 

‘ i J , 4 " ‘¢ 

Slatontirq odd bedxogavse ._colealmnod fos gts] Sig stotsd 


ee, 


i een Cl Ps are) ee ate th i — 
vestdempiived sft evc'iled ao ).vbiedge eubiad sai to 


ae Mosacse fidtyuebh at atl bBivew TD witht sts beioolie T sonte he 
| eat onoted gon bib viatsdreo aw dens at aokstoed Lover a 
{ i 
? | ; ee ie 
ee | 7 | , mobsatmaod room fos 
{ cu tn. 7 ; . al intl Pe a+ " 5 | be id Ts W CT A ere ) SP parry i a Ya 
Seo0n8 TE Heer d Of OD ci. ° HAL AFT. AAD Rte fe if B hh (omy AL! 


Molaginmod toss? eit exoted 
ie : Wa | eS: 
i ae Séworo daxese oft-asw dT. $ATACOWTe us a ee (itt 
4 : 7 at 


smroh FnsTfeTihb 


GLITEL 8 cE a8 Dona 3 


awed ae ane yd noe 


Vie Sie vs a . iet sttir 
Sista 2 aoo?e sw. tt sdickdd te ALT RARE. Pt 


AD 


.SOFFinmod wists nS LL TBT: ork: ered od bixow a 


te me o 
oF eh 


x ay 
: ‘4h. 


R a | dae’ Wibb et, dk ti imokatqo THO hagrisist’ ovss om ote 
| ve Ph 


| (Z 
of i By 


. va 


U f 

ih i , y a } ; yi 

ah \ : : 4 PY D ¢ ol ay = 
‘ t \ ' ul A i ; rf v 


My : 
\, eras ds 
inal “(0 patwottet! coAt 6G ahr 708 rH i 


nev Ae : ats ; i 
o - 7) : eo : iaas year i 


_ 6 


< 
ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO Hughes » CYP~EX 13605 
(Cooper) 


chapter on page 35, Mr. Hughes, under "Effect of the 
Bridge Subsidy", this appears: 

"That is, in fact what has happened, but it 

"is obviously true that British Columbia ships 

"very little grain eastwards and so gets no 

"relief from Crowsnest rates. But this is 

"not all. British Columbia has very little 

"qualifying traffic passing over the bridge 

"in an easterly or westerly direction, hence 

"the benefits, if any, are extremely small 

"as compared with the benefits to more 

"easterly provinces who in any case get the 

"full relief from export grain rates." 

Now, firstly, to the fact that British 
Columbia ships very little grain eastward, similarly, 
Alberta ships very little grain eastward. That is 
true. 

A. That is true. 

Q. And, in fact, British Columbia receives 
a considerable benefit from the fact that Crow rates 
were extended west. You heard Mr. Stenason say that 
the movement of this grain to Vancouver -- there are 
cars available for import traffic coming into 
Vancouver. 

A. Yes, that is true, of course. 

Qe And you wouldn't be agreeable, I imagine, 
to having the Crow rate removed from westbound ship- 
ments of grain, put an arbitrary on the movement of 


grain through the mountains? 
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A. No, we have never said we wanted the 
statutory rate altered, either east or west. 

Q. You are satisfied that British Columbia 
does receive a benefit, when initially it was only --- 

A. If we hadn't had the same rate, we 
would have had no traffic, or very little traffic. 

Q. Do you think that traffic benefits you? 

A. It benefits Alberta and the Wheat Pool. 
We get the Port working, but there is a very real 
benefit to Alberta, because they wouldn't be able to 
Ship it out of Alberta. 

Qe What I am trying to get from you is 
whether or not British Columbia believes it receives 
any benefit from the movement of the grain at statutory 
rates. 

A. Yes, we certainly get benefit from that. 

Q. Then on page 36, Column 1, you refer to 
Table XVILT. 

"Table XVIII indicates that out of total 

"domestic carload traffic, 20.5% travelled 

"over the bridge, 79.5% of the traffic moving 

"by rail originating in British Columbia is 

"therefore not eligible in any event for the 

"pridge subsidy." 

Now, you would agree with me, Mr. Hughes, 
that any traffic from British Columbia falling within 
the non-competitive classification and moving over 
the bridge does, in fact, receive the benefit of the 


bridge subsidy. 
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A. 1e3., 

Q. And that the considerable traffic -- 
there is a considerable movement of traffic from 
Eastern Canada moving over the bridge not subject to 
the bridge subsidy simply because the rates are 
competitive or agreed charges. 

A. Yes. I think the figures are given here 
in Table XIX. Yes, there is a good amount of traffic. 

Q. A very considerable amount of traffic 
moving to British Columbia from Ontario and Quebec, 
and the only reason you are not subject to or receive 
any benefits under the bridge subsidy is because that 
traffic is moving at agreed charges or competitive 
rates. 

A. Well, I know it is considerable. We 
get 181 cars from Ontario, and I am looking here at 
Table XIX -- we get 189 cars from Ontario into 
British Columbia, both eligible and ineligible, out of 
all the traffic that is moving to Ontario from the 
four Western Provinces. 


Q. 169 is the figure. 


(Page 13613 follows.) 
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A. Ontario destination going to British 
Columbia, these are the colums, Column 2 and |, 

181 acres, eligible and ineligibie, so we do get --- 

MR. FRAWLEY: I don't see the figure 181 
anywhere, 

THE WITNESS: Adding up 21 acres and 160 
acres. So this pins down to what you are saying that 
we do get benefits. 

MR. MAURO: Yes. 

A. Yes, we get some benefits, 

Q. From that table we referred to anyway, 
you find very little in the Prairie Provinces, so here 
you put an example being outside of the Prairie 
Provinces and since the only provinces I can think of 
are the provinces which you might refer to as "far 
east" Ontario and Quebec, this is moving in considerable 
tonnage, subject to the bridge subsidy. This is 
because it is moving at competitive rates and agreed 
charges. 

A. Yes, the bridge subsidy does benefit. 

Q. Alberta the near east, Manitoba and 
Saskatchewan the middle east, and the rest the far east, 
and the simple fact that 79.5 per cent of your traffic 
is not subject to the bridge subsidy is that 79.5 per 
cent of your traffic does not move over the bridge. 

A, Getting into the three western Prairie 
Provinces, that is right, yes. 


Q@. The whole purpose behind --- 


dabting wd geckos . onventéved ossiin 


.¢ bas Ss mtoo .eR sintifoo sald jib inal ast 


; ee ae 
ies 4 mm Ob aw oe eudigntont brs waist ts 


" _ we 
A F an a we ! a 


“os ree endght ‘anid son wtinob : aA a 


4 gar das vetoes 18 aw serbpA = SeawTiW amt 


4end anives sis voy Jari oc rweb data efat 0&8 ell 


WR rre 
a Pcie ADT Sy ted Aad WEN hl Tee ee 


¢ - py 1 7 “ fk om a. a re an ge Y 
ey » on 5 ik he t eS Oh bal} yyy aft 34 a pris aos * Q 


fata 


poontyerd ofvised ond at sisvvir yoev batt. Oy aah 
sivtsed eft Yo shtetdvo sated efamexe ne cag yoy 


*o Mekilt neo I asorntverq yino ont aorte bas aeonlvord) 


| | | , ebkte are tou ob: on 
} 

j 

| 

5 

; 

og Oy FE sf he ai Ries fie al —_ 5 il : nh 
tat” se 63 teeter tdainm goy doDbelw eobcitieeh ent. ets 
afdesebtenes nt antvem ak eis ,sedem? Ons ofta tO Bao 


st stot .vbtadwea eabiad edt: of joo due’. egeciot 


boerss bas astet aviditeanmos Js yativom al yt oausoed 


tiened geob vhtadwa eabittd efd ,eeY A 


brs sdotineM dees wate edt BisedfA | 4p rey hs 


te56 tet ent tees oe bos . dese eibbim etd aswesiodaxena 
He at 
sittet toy to theo te d.CY saedd Jost efqute ext bas | 


ind 


‘eq 2.07 dar! ab ybtedsa sabtad eit ot soot dua ton at 


ate | 
as i 


gintesxt ousdaow sertds sid otat anttted A i 


egbied ond wvo-ovem ton wsob otto’ TOY to pai 


Ae 7 


29% Sats at ‘tend .seontvor ¢ 


* ANGUS. STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO Hughes , cr-e€x 13614 
(Mauro ) 


A. 79.5 does move out. This is for the 
four western provinces. 

Q- For the four western provinces, and it 
does not come anywhere near the bridge, and that is 
why it does not receive the bridge subsidy which was 
instituted to correct it. 

A. That is our whole point. We are getting 
nearly 80 per cent of our traffic in the Prairie 
Provinces and we are competing against the other traffic 
coming from the far east (if you like to call it) 
Toronto and Montreal. We are getting it all into the 
Prairie Provinces. They get the subsidy for the 
bridge where we do not. 

Q. The consumers are receiving the benefit 
of the bridge subsidy, as the consumer in Saskatchewan 
and Alberta is receiving the benefit of it. 

A, Consumers are to some extent certainly 
but our producers are not. 

Q. The consumer to some extent? The 
consumer is getting the benefit out of the bridge 
subsidy to the fullest extent set out in the bridge 
subsidy. 

Every pound of goods getting into 
British Columbia over the bridge at a non-competitive 
rate receives the benefit of the bridge subsidy; is 
that correct? 

A, Yes. 

Q. At page 37, there is a sentence there, 


Mr. Hughes: 
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"The position is then that British Columbia 

"receives little benefit from the Sedangee 

"of eastbound traffic over the bridge. The 

"westbound traffic does not alleviate the 

"situation because it enters B.C.'s market 

"at subsidized rates, thus being able to 

"undercut B.C. distributors. Most which traffic 

"does pass onto British Columbia in a westerly 

"direction does so at full unsubsidized rates.’ 
Do you mean unsubsidized competitive rates, what do 
you mean by "unsubsidized"? 

A. Just a second. 

Q. It is at the bottom of page 36? 

A. Yes, I have the reference. I am just 
reading it if you don't mind. That is what I mean, yes 

Q. You mean we could interchange "unsubsidiz 
and put in the words "in a westerly direction does so 
at full competitive rates"? 

A. Competitive rates, if you want to put it 
that way. 

Q. That would be it, because if it were 
not competitive, it would not be subsidized, it would 
not receive the benefit of the bridge subsidy? 

A. That. is right, yes. 

Qe In the next short paragraph, 

"Not only British Columbia loses by reason 

"of the bridge subsidy but the railway dis- 

"sipates its revenue by voluntary reductions 


"not required by law, thus further burdening 


" getagiaa oad fort artened weer ale 


oe -sabhtd oat 79¥0. bi vient pawodines coe 


ont osetvelis. dom, 090 orien scmodeen? 


Sibiaeos 2. aust th 28 used aokdsuate”" 


aed H u 


oF efda gated aust .a098% Bos rbtedua aah baa 


joktisad dottw teat exodudtsdetb: WD. a. duosebau" 


of Che Sao a et addiniebed. sel sise osaio jaca ‘opie Mi Ae ga 


Peseter ys LD fedueos Lint Js o8 .ebob: roltoont b" 


ae ob Jsriu.. nota. evidgtivegqmos bestb tadwesus Sesh NOY, Co i 
st 
or y ; ‘t « y 1, uy, auc red ‘ "i P ‘a 
as | 5 bos tbbedurcns” yd nee NOY 
By HOR NRE si ao go peas 
eT hy; ‘ Yo, his <u, " uh? # 
Tot 9Raq to mottod: oft gsef sT 04 vcr app 
| Jas) ms, L Sonate ter ent eyed I ait oA 
\eoy .coon I ¢stlw el dadt . .batm o'deb mov tt st anbbeot — 


bes thiledyans"” sgnisviorodar bLv69. om msom wo eee et et 


on s90b nolkioorlh vyitedeow s ob" shiow odd at deg bee | 


a - §ek Sh! wd meee “partie ) Mb ~~ een ® 
Ji JUG OF JMB HOY. tL, Beaver evisty FSMD, A 


bi vow, t& * Doslptre Pde A 8d don OLivow it ovis 9gR0D ton 


a 


| 
| 
| o%ow IL) I ‘seugped, .Ib sd bLigow o>) aay eee ree j 


Tybladua rah ce ont to ti tesed “7 evteoor toa 


‘ a oi 
A Ley 


80 a at dad J = \ israel 


eh h Agseastsq tose: oxen ort a, ‘il “gine 
| Seaset yd aebos sEcimrLod dete hase vino: tor. 


-akb ys wites, ody: ine wave aphid, i 
, ube . | vd evasion “ 
anokion : rsteutow wie en sais 


~ ANGUS, STONEHOUSE & CO. LTD. sh 
ae seligett ONTARIO Hughes, cr ex 13616 
(Mauro ) 


"the shippers who have to pay full rate." 

I wondered whether you would group in these voluntary 
reductions not required by law, re-charges to the 
West Coast? 

A. No, I would not. I am talking about, 
I am grouping in here -- it all refers to the paragraph 
that goes along after it. 

Q. Well, I just thought that you are 
referring to the bridge subsidy, but you are mentioning 
about dissipation of rail revenues. 

A. Yes, I am talking about rail-lake-rail 
rates. 

Q. I am aware that Mr. Cooper discussed 
this with you yesterday, and I know what you are 
referring to. I am just wondering whether or not you 
would group in there as voluntary reductions not 
required by law, such rates as re-~charges to the West 
Coast. 

A. I cannot see that agreed charges dis- 
Sipates the rail revenues. To dissipate revenues you 
have to dissipate your net revenues, the difference 
between the costs and the gross revenues which you 
receive. 

When the railway puts in an agreed charge, 

I cannot see it doing it conceivably to decrease its 
net revenues. It must be wanting to increase them. 
It does not dissipate revenues. It is probably doing 
it the other way around. 


Q. Let us think about that for 2 moment. 
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Certainly in instituting an agreed charge, the railway 
does .not lower costs. The costs remain the same as 
they were before. 

A. I cannot see that. It is getting 
regular traffic on a contract rate. I do not see 
why the costs should remain the same. 

Qo Actual cost in absolute dollars of 
performing the service remains the same. What you 
are suggesting, that there may be a per unit reduction 
brought about by increased volume. 

A. I don't agree with you that the total 
cost remains or your per unit cost remains the same on 
an agreed charge. This is what I suspect. I cannot 
see that, because you have your contract there, you 
know what traffic you are going to get and everything 
else. 

Q. Do you suggest the full and agreed 
charges, the example I took, would go down with the 
increase in traffic? 

A. I know that some agreed charges, if 
they did not have the agreed charge they would not get 
the traffic. 

Q. What we were discussing is the dissipa- 
tion of revenues by voluntary reductions not required by 
law. What I suggest to you is that the cost of 
providing the service in absolute dollars the daythat 
the agreed charge to the West Coast was instituted, 
were the same as they were the day before, the absolute 


costs of moving the traffic; and that what the railway 
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are doing under the agreed charges, the principle of 
it, they hope to increase their volume and that while 
reducing their per unit charge, they will have a 
resulting increase in net revenue, is that right? 
A. I would say they have an increase in 
net revenue because of a different -- I do not 
look at it as dissipation of revenue, I look at it as 
attracting revenue. 
Q. Page 49, Mr. Hughes, footnote No. 5. 
I wonder if you could give me the source of that. 
A. This is the last footnote? 
Q. Yes, the last footnote, 
"of greater importance in the export freight 
"of Canada and giving similar benefits to 
"Canada is lumber. The trade has grown to 
"such eminence though the producers have 
"never asked, nor have received, any similar 
"statutory rates. It may be worth con- 
"templating what a position lumber could have 
"attained in overseas markets given the same 
"pate advantages as grain”. 
Can you give me the source of that? 
A. This is what I say, this is my opinion. 
Q. That is your opinion? 
A. This is, footnote 5, yes. This is what 
I say it is worth contemplating. 
Q. Can you tell us what is the distance 
that lumber moves to export positions in British 


Columbia? 
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A. Fairly short. I do not know the 
distance. We export quite a lot of lumber from New 
York, the Eastern Seaboard, Chicago and Midwest. We 
send quite a lot of lumber over there. The average 
length of haul of this I do not know, but I should 
think it is about 17, 18, 19 hundred miles. 

Q. What is the average length of haul to 
move your lumber to points of export, to tide water, 
Mr. Hughes, Kingsgate, for example? 

A, We are lookinga the export of lumber 
here, export to the United States, which is an export 
of lumber, and to Manitoba, is it 1,500 miles? 

Q. Crow's Nest rates are to move grain to 
export position, to Vancouver, Churchill or Fort 
William. Now, each of those cases is to move into 
position where they may be loaded onto ships for export 
to overseas markets. Now, would you give me the compar 
able distance for movement of lumber to points where 
it can be loaded onto ships for export. 

A. This is my opinion down here and this 
is what I wrote. What I am referring to here when I 
talk about export, I am looking at our big markets in 
the United States, of course. That is what I had in 
mind when I wrote that -- for which we do not, we 
never asked for any statutory assistance. We do not 
want any. 

If you want the mileage to the port or 
something like that, it is about 100 miles, I suppose, 
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Q. Your last line of your own footnote says: 

"It may be worth contemplating what a 

"position lumber could have attained in 

"overseas markets given the same rate ad- 

"vantages as grain." 

It is those overseas markets I am interested in. Can 
you give me the mileage to export position for lumber 
moving to overseas markets, not New York, but overseas 
markets? 

A. It is a very small radius around 
Vancouver because the traffic otherwise goes by rail. 

Q@. Would it be 40 or 50 miles? 

A. 100 miles, 120. 

Q. Do you think that is comparable to the 
distance grain has to move? 

A. No, as I say, when I wrote this I had in 
mind our huge market in the United States. 

Q. That is what ie refer to as overseas 
markets? | 

A, Yes. 

Q. That is, overseas markets to the United 
States. 

A. Well, I have used just as a general 
term outside Canada anywhere, and it is export markets. 
"Export markets" and "overseas markets" seem to be the 
same thing. 

Q. So the rest of Canada means the east and 
the United States is overseas. 
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percentage of lumber going on the eastern coast of 
United States, would you know? 

A. I do not know. I really cannot tell 
you. We do not have any waybill studies on this. 
We would have to ask the individual producers. 

MR. BRAZTIER: I was inquiring whether or 
not there was a copy of this publication available. 
There is a great deal of statistical information given 
in the annual report of the B.C. Lumber Manufacturers 
Association as to where the shipments go. 

THE WITNESS: Yes, I cannot tell you how 
many carloads but there are a lot of figures in lumber 
here. 

MR. MAURO: Q. Fine. 

A. We can't say for the eastern United 
States. 

Q. But the point, Mr.Hughes, is that your 
footnote, when you refer to "overseas markets", you 
mean United States. 

By Yes. 

Q. That clarifies that footnote. Now, at 
page 50, between the tables and the foot of the page, 
there is this statement; 

"Carryover of grain, stimulated by such 

"measures as statutory grain rates, has 

"increased in the last ten years." 

I wonder if you could explain to us how the statutory 
grain rates have stimulated the carryover of grain. 


A. Well, if the farmer gets a low rate for 
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carrying his grain, obviously he is going to put a 

lot more grain than if there was a full freight rate, 

if he gets a subsidy one way, whether by the Government 

or whether by other shippers. If he is paying a 

lower rate than normal rate, then he is going to expand 

his production more than he would have otherwise done. 

Otherwise, he may have gone into the production of 

something else. 

Q. Is not the carryover determined by 
whether or not there is a world market for selling 
wheat? 

A. Market is one thing, but the supply is 
the other. We cannot take one without the other. 

Q. Do you think the production of wheat 
in the last ten years has increased? 

A. The acreage may have gone down, but I 
am sure the yield per acre has gone up. 

Q. Then at page 51, you state that the 
Government should continue to stimulate the grain 
industry. According to my reasoning, this would only 
result in greater carryovers. This goes over to 
page 52: 

"There is little doubt that stimulation to 

"the industry should still be given in the 

"interests of Canada." 

Would not stimulation simply result in greater carryover 

A. Yes, I think that we had great 
advantages in producing grain. Agriculture as a whole 


is one of the things in our national lives, and I 
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. (Mauro ) 
certainly that the Government should stimulate its 
agricultural pursuits in Canada. It is one of their 
natural advantages. 

Q. Then if there is this large carryover 
that troubles you that we cannot sell the product with 
the world market glutted with grain and grain products, 
and the Crow's Nest has contributed to the glutting 
of the world market with grain and grain products, 
still you contend that the Dominion Government should 
stimulate the production to add to the glutted world 
market? 

A. I think the grain growing industry here 
is of importance, and the government should keep on 
stimulating it in the demand way as well, see if they 
ean find markets, have a look around and see if we can 
get rid of some of this surplus, keep on doing this. 

We certainly do not want no stimulation, 

I think. We want to keep it on, to diversify if 
possible or get into other crops. Grain covers a 
lot of things. 

Q. Page 52: 

"There is little doubt that out-of-pocket 
"losses on grain have led to rate increases 
"on other traffic being greater than they 
"would otherwise have been. In other 
"words, any required increase in rates would 
"be borne by a larger base if export grain 
"were included." 


I suggest, Mr. Hughes, this would be equally applicable 
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to any rates that did not take the full increase regard- 
less of the reason. 

A. No, I do not agree with that. nis “is 
why I do not agree with it. Any traffic carried on 
out-of-pocket loss is burdening other traffic, Because 
you do not increase the compensatory rate, it does not 
mean to say that other traffic is taking no burden, 
because, as I say, it is the net revenue base that is 
important to us. If you increase the rétbhindy might 
lose all the traffic or a lot of the traffic and make 
the burden worse. 

Q. We are talking here about "have led to 
rate increases on other traffic being greater than they 
would otherwise have been" and I want to refer to 
the last 17 per cent case and the railways! requirement 
of $30 million and their estimated method of recovering 
that. I suggest to you, Mr. Hughes, that for every 
agreed charge to British Columbia that was unable to 
sustain the increase of 17 per cent, that some other 
traffic had to absorb that increase, 

A, Well, no, you see rate is not the 
important thing. if the rate goes up, as I say, you 
may lose some traffic and dissipate your net revenues. 
It may be better to bring your rate down because your 
traffic may go up; your per unit revenue may decrease 
but your total revenue goes up. 

Q. Mr. Hughes, in the Canadian situation 
where we have the requirements formula and the railways 
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suggest to you that the statement appearing at page 52 
of your Part 1, that rate increases on other traffic 
are greater than they would otherwise have been, due 

to the fact that certain -- in other words Crow -- 
traffic did not obtain the increase, applies to any 
traffic that does not in fact sustain the full increase 
as required by the railway. 

A. No, for the reason I have just given 
you, I would agree with you if you are talking about 
traffic carried at out-of-pocket costs, then I would 
agree with you, but not otherwise. The railways have 
to carry this competitive traffic and they may actually 
increase their net revenue or they may maintain the 
net revenue. 

ey That is the point. If they only maintain 
the revenue from the agreed charges to British Columbia 
but they need an additional $30 million, they are not 
going to receive the proportion that the agreed 
charges to British Columbia should have contributed to 


the net increase. 


(Page 13628 follows. ) 
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Ae If they put the rates up on the com- 
petitive traffic they would lose it, and they would 
not have any revenue, If they put the rates down they 
might get more traffic and increase the net revenue 
of the railways. 

Q. I am completely in accord with you 
on the principle that it is better to carry a lot of 
traffic at a little profit than a small amount of 
traffic at a big profit, but what I am saying here is 
that the statement you make that out-of-pocket losses 
on grain have led to rate increases on other traffic 
being greater than would otherwise have been the case 
is just as applicable to any traffic that was unable 
to take the increase, because the railways had to turn 
to other traffic then, namely, the captive traffic? 

A. I do not agree with you at all. 

Q. Therefore, under your philosophy, if 

the grain rates were compensatory; if the grain rates 
returned their out-of-pocket costs, then it is all 

right if they do not receive any further increase? 

They will place no burden in the future if they received 
no further increases? 

A. Well, I say here: 

"There is little doubt that out-of-pocket 
losses on grain have led to rate increases on 
other traffic being greater than they would 
otherwise have been." 

‘You say: "Okay; if grain rates are now compensatory -- 


well, at some time or another we will certainly get a 


-eurtewene noe in 
SUMS VE | ton ond paseront bas Deviene eromn: 998 , 


‘ir 
i 


soy Ag Lw bro9058. hice s¥oLgno0 is, + _ 


to. 305 


8o davgoms Ifame s nent +80 org ateeer & ts oEtteed 


al ston sls alan 7 Sow tid’ ditonq-ate £ 38 any 


#235280 f dons joy "t0- Sue ten 


ot? ted T90TO.O esanot 


gaso odd moot oven ee lwredto binow asntt sd se%R ses 
it . ; ; ; b 1 ‘ 
ae oldsays ahw o8As of t'terd yas ot sidsotiqgs as tant a 


mut ot best eyswiter sos sesieoed , Sasoront od? sed ot | 
folitend evidqso odi .vlemem inode otters vento oF) | 
Bas eVilgoaol fdg IOV Tobe Sto lerenT 2 
Bess nifevrs odd UE LYCOT BeNSqmoo oTSW eovBt ier edd 
- 7 
Rie 1 | 
it ", oe i et at oe Geek arn sb a : i BSE eM 
ALE OL 9! meds ~etads tetoog-to-suo aternt DONIUToT | 


' 

i 
ffs ve HOY, itiw ssyge) ton ob I oA 
| foeestonl TOSI Co 


“it 


“be wteogr Ved? WE srtitel ser 


os 
= 
te 
=, 
eu 
S 
a 
cS 
| 
Oo 
2 
iD 
2 
bad 
@ 
. 
i 
> 
= 
a: 
mm 
= 


ae ae Bey hi Sdeadersat weno) on 
x 7 | : ot94i yee I .LiSwW. . sel | Hind 
terl000=0- “UG (Sade $d vob oLISEE at saedt" 

mo eoeeston!l eter of bias Sved. OL arty: ni a 


Divew yodd ast testsery ated owas “etido 


j Ty adliee 
Jt Tie ft es ce 


> aakceiaied wont oe 2ogen meta 
is diamaioadl bite i 


it Lag 


“ ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13629 
TORONTO. ONTARIO (Mauro ) 


rate increase, but the rate increases would not be 
greater than they would be if the out-of-pocket losses 
are. still incurred. 

Q. Now, Mr. Hughes, in the last general rate 
increase the railways asked for $30,000,000 -- that was in 
the case of one of the roads -- to compensate for a 
wage award, and nothing but a wage award. I assume 
that that increase applied to carrying traffic under 
agreed charges just as much as it applied to the carrying 
of captive traffic. You would agree with that, would 
you not? 

A. I would agree with that, yes. 

Q. All right. The day after they received 
the 70 per cent increase the railways tried to increase 
the agreed charges by 17 per cent to compensate them for 
the increased wage costs of moving the traffic under the 
agreed charges, and they were unable to increase the 
agreed charges 17 per cent because if they increased 
them by 17 per cent they would lose the traffic. Are 
you suggesting to this Commission that if that situation 
arose there would not be an increased burden placed 
on the captive traffic due to the fact that the agreed 
charge traffic could not sustain the 17 per cent increase? 

A. If they had been able to put the 17 per 
cent increase on the agreed charges, and if they would 
have got the same amount of traffic as before -- if those 
two things had happened -- then we would not have had 
as great a rate increase as we did have; that is, if 
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Qe If they could not place the 17 per 
cent increase on the agreed charges I am suggesting to 
you that the extent that they cannot absorb the in- 
creased wage costs of carrying the agreed charges 
then that is a burden that is placed on the captive 
traffic? 

A. yes, I agree with that. 

Q. Do you have any idea, Mr. Hughes, as to 
the number of rates from British Columbia that have gone 
up 157 per cent since 1946? 

A. Well, if I can take notice of that and le 
you know, I will do so. 

MR, MAURO: yes. That completes Part I, 

Mr. Chairman, Perhaps you would like to recess here. 


THE CHAIRMAN: Yes. 
---Short recess. 


MR. MAURO: Q. Mr. Hughes, may I turn to 
Part II of your submission, and to Chapter 6, which 
is the opening chapter? Paragraph 2 in column 1 
reads as follows: 

"There are three basic methods of rate 
making which, though not mutually exclusive, 
have distinctive characteristics. The 
methods are setting rates according to: 

(a) value of commodity; 
(bo) value of service; 
(c) what the traffic will bear." 


I would like to read to you the series of principles 
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appearing in the Freight Traffic Red Book for 1955, 
and ask you whether you, as a student of this subject, 
would agree that these are the factors that are 
taken into consideration. I am reading from page 30: 
"In making a rate the principal factors 
taken into consideration are the following: 
(a) cost of the service to the carrier, 
(bo) value of the service to the shipper. 
(c) value of the article. 
(d) nature of the article -- whether crude or 
finished, liquid or dry, etc. 
(e) risk in handling the article. 
(f) distance of haul (mileage scales). 
(g) bulk (size) and weight of the article. 
(Density). 
(n) whether special facilities or extra ser- 
vices are required, 
(i) expense at terminals. 
(j) volume of traffic and periods of movement. 
(k) method of packing and protecting the 
article, 
(1) rates on similar articles moving under 
similar circumstances and conditions. 
(m) rates of competing carriers. 
(n) competition between producing centres or 
markets. 
(o) whether or not the rate will be conducive 
to an increase in movement of the article. 
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(q) rates account Fourth Section of the Inter- 

state Commerce Act." 
That is the short-haul clause, 
"(r) loading (per car)." 

I would suggest that perhaps those are the principles 
or methods by which rates are set, and you will note 
in that that the value of the commodity is ranked 
No. 3, but I suggest that that is just the listing. of 
them, However, those are more or less the real 
considerations that go into the establishment of a 
rate? 

A. That go into establishing which par- 
ticular rates? Do you mean what I call the value 
of commodity rate, or what the traffic will bear rate? 
Not all of them go into every rate, 

Q. I say they are the considerations. 

They may not, in fact, appear in all rates, but in 
varying degrees those are the considerations that a 
rate making authority or a traffic man of one of the 
carriers would consider in determining rates, in- 
cluding cost of service? 

A. yes, they can include one of those, or 
them all, certainly. 

Q- I am trying to point out that your list 
is incomplete in stating what is considered in deter- 
mining rates, 

A. Ido not think so. Ithink my list 
here is complete with the exception of (d) which should 


have been cost of service, but you can Pit any one of 
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these into these three and cost of service. It 
classifies them into four groups, 

Q. You told my learned friend Mr. Cooper 
yesterday that you felt that the value of commodity 
was the primary consideration, and that is one of the 
reasons why it was listed first in the joint submission 
of the railways. I wonder if you know whether the 
price of shipping a Cadillac -- that is, the price per 
100 pounds of Cadillac is greater than the cost of 
shipping 100 pounds of Ford? 

A. I would think that the insurance cost is 
higher. It is a more valuable article, and there may 
be a higher cost included there. There may be other 
factors that just take into account the value of 
the article that has nothing to do with the cost. 

Qe I am suggesting to you that in the case 
in point there would be no difference in the rate of 
shipping 100 pounds of Cadillac as against 100 pounds 
of Ford, even though the 100 pounds of Cadillac is 
worth more than the 100 pounds of Ford? 

A. That is one little thing, but if you want 
me to go through the classification we will have a look 
at things which you can pick out, but this is what 
Mr. Locklin says about the value of commodity being 
in the classification rate, and, of course, a lot of 
people say this as well: 

"The more important reason for the dif- 

ferences in rates on cheap and on 


valuable articles is found in the greater 
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ability of the valuable articles to 

stand a high rate. In other words, 

there seems to be a relation between 

the value of the commodity and the 

value of the service of transporting 

Tt," 

That is where that gets in. 

Q. Do you feel, Mr. Hughes, that the value 
of the commodity is, in fact, of primary concern in 
establishing a rate? 

A. yes; I do, I am not looking at the 
Classification, obviously, but I think the rating on 
unfinished coffins is 55, and the rating on finished 
eoffins is 100. I am not sure of those figures, but 
there is a relationship like that that may well have 
to do with the value of the article. One has brass 
fittings on and the other is just unfinished. 

Q. That is under (d) of that series -- the 
nature of the article, whether crude or finished, 
liquid or dry-- and 1s not under the value of the 
article. There are various rates, if you will look 
them up, for such things as new and used clothing, and 
you will find that the rates are the same, generally, 
for secondhand and new articles, You will find that 
the rates on the same article, secondhand or new, are 
the same, and I am suggesting that actual value of 
service and cost of service coupled with those other 
factors such as bulk and handling characteristics, 


special equipment, return empty movement, etc., are 
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TORONTO. ONTARIO (Mauro ) 
1 

the considerations in establishing a rate? 
: A. yes, but in the classification the point 
: I am making is that the value of the commodity is an 
: important consideration, and Mr. Jackman says that in 
: the footnote -- and I gave you the reference; he says 
: that, and Mr. Creery says it, too, that the value of 
; the commodity is an important consideration in the 
class and class related. rates. 
He Qe You told Mr. Cooper yesterday it was 
. the most important thing? 

A. yes, 

12 
13 Qe You discussed with my learned friend Mr. 
id Cooper yesterday some of these problems in paragraph 1, 
c and the one that stuck out in my mind, Mr. Hughes, was 
16 the fact that I think you told the Commission that the 
7 railways should be permitted to assert their cost 
18 advantages. I think that is a fair interpretation 
19 of what you said, Can you tell us what hindrance 
20 is presently placed on the railways today in instituting 
a1 rates to maintain traffic and to reflect their cost 
27 advantages? 
93 A. I think when they have equalization 
74 they have to give the same rates in whatever part of 
95 the country it is -- the same class rates and the same 
%6 commodity rates -~ but they are not allowed to put in 
07 rates lower than are necessary to meet the competi- 
28 tion. 
29 Q. Lower than necessary? 


30 A Yes, to meet the competition. Those are 
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~ ANGUS, STONEHOUSE & CO. LTD. = 
TORONTO, ONTARIO Hughes, cr ex 13636 
(Mauro ) 


the two instances. 

Qe Are you suggesting --- 

A. The one and one-third rule is another one 
where they cannot really take advantage of low costs in 
Vancouver, They may have to give exactly the same 
rate into Alberta. 

Q. Mr. Hughes, would you tell me how much 
traffic is moving under the class rates? Do you know 
how much traffic is moving under the class rates? 

A. In Canada I would say it is about eight 
per cent by value. 

Q. I think Mr. Roberts told us it was about 
five per cent. 

A. yes, it may be about five per cent. 

Q. What about the agreed charges? Is there 
any limitation or restriction placed on the railways in 
Canada today to make a contract price bringing into 
reflection their cost advantages? 

A. No restriction, no. 

Q. Does the one and one-third rule stop the 
railways from instituting any number of agreed charges 
to the west coast that the one and one-third rule would 
not apply to? 

A. No, of course not. 

Q. I suggest in a number of books that you 
have read, Mr. Hughes, particularly American texts, and 
certainly the ones I have read, when they talk about 
allowing the railways more liberty to assert dned cost 


advantages they are talking about a situation which does 
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not exist in the United States but which exists in 
Canada today, namely, the availability of contract 
prices and agreed charges? 

A. They are coming around to having contract 
rates in the United States now, yes. 

Q. I suggest in Canada today there are no 
real limitations placed upon the Canadian railways that 
are a hindrance to their asserting their cost advantages 

A. I would say there are, There are rates 
that cannot go lower than necessary to meet the competi- 
tion. The railways have to take notice of the com- 
petitive costs, and not their own costs. They are 
asserting their competitors' costs. 

Q. Are you suggesting that the railways 
should, in fact, be permitted to make rates that are 
even lower than necessary to meet the competition? 

A. Yes, that is in the brief here, 

Q. I have just been informed that in the 
incentive rates case the railways were permitted to go 
50 per cent below the truck rate, and the Board felt 
that this was permissible? 

A. yes, because this was a sharing of the 
traffic . They thought that this was no lower than 
necessary to meet the competition, taking into account 
all the service characteristics of the trucks. 

Q. But 50 per cent below the price charged 
by the competition? 

A. But price is only one factor. Service 


is another factor. If you have no differential 
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between rail and ships on the lakes, then the lakers 
would not get any traffic. There has to be a differen- 
tial to account for service differences if each form 

of transport is to get some traffic. 

Q. Certainly every non-competitive rate 
is below the rate of the competition, is it not, Mr. 
Hughes, otherwise the competition would be taking it 
away? Every non-competitive rate is below the 
level necessary to meet the competition, or otherwise 
the competition would be there? That is what makes 
it a non-competitive rate? 

A. Certainly it is, yes. 

Q. I am still trying to find those areas 
where the railways are hindered from asserting their 
cost advantages? 

A. I have told you that in having to go 
lower than necessary they are certainly hindered from 
not asserting their cost disadvantages in equalization. 
There is another side to the coin as well. 

Qe You think there should be more freedom 
to have non-competitive rates, or, in other words, 
there should be more captive traffic? This would be 
giving them full opportunity of utilizing their cost 
advantages by putting in a rate so low that the rates 
became non-competitive? 

A. Putting it broadly, I say that rates 
should bear a relation to costs. They should be 
cost-oriented. you seem to be interpreting it in a wa 
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Q I am suggesting that in two very large 
classifications, agreed charges and non-competitive 
traffic, which take affair proportion of the present 
traffic in existence -- that in the case of agreed 
charges they can enter into any rate they want which, 
I trust, is compensatory, and all those alternatives 
-- the one and one-third rule and equalization -- 
do not apply to those rates, and that in the field 
of non-competitive traffic those rates must now be 
at a level which not only takes into consideration 
the cost advantages of the railways but makes it 
impossible for other competitive media to cut in? 

A. Well, on non-competitive traffic those 
rates are not cost related; they are there because the 
railway has not any competition, and it can put the 
rates up to where it wants, but they are not related 
to the cost advantages of the railway. With respect 
to bulk commodities which are good loading I am sure 
the rates are high. 

Q » But you said price was only one con- 
sideration; that you had to take in all considerations, 
such as the load, the handling of it and all these 
other aspects, They are all taken into consideration 
in determining this non-competitive rate, your posi- 
tion is that at present the railways are actually 
hindered, and as a result there is a real problem in 
respect to the railways in Canada today due to the 
fact that they are hindered in not being able to lower 


their rates below the level necessary to meet competition? 
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A. I would not like to have this rate 
freedom subject to their not going below out-of-pocket 
costs, and having captive traffic not going above --- 

THE CHAIRMAN: In other words, you want 
greater freedom? 

COMMISSIONER MANN: You would take out Section 
334 altogether? 

THE WITNESS: Except for subsection (2), 
subparagraph (c). 

COMMISSIONER MANN: Do you feel the railways 
might feel inhibited in their competitive rate making 
by the non-mandatory requirement to show the Board 
that competition actually exists, and to give the 
name of the carrier, the route and the rate of the 
carrier? Do you think that is a restriction m the 
railways! freedom to make rates? 

THE WITNESS: The real restriction there 
is that the rates shall not go lower than necessary 
to meet the competition, and in order to establish 
what competition there is then the Board wants to know 
these other things as well, but the real restriction 
in that is that the rates shall not go lower than 
necessary to meet the competition. 

COMMISSIONER MANN: You have heard Mr. 
Mauro refer to the western incentive case, and the 
percentage there was given as 50. I recollect that 
some of these western incentive rates were up to 72 
per cent below the truck rates, and that that was 


found reasonable by the Board. 
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(Mauro ) 


THE WITNESS: yes, and the trucks are 
still moving the traffic because the rates were not 
put lower than necessary to meet the competition. 
trucks are still competing, and they are sharing the 


traffic. 
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MR. MAURO: At page 11, paragraph 39, the paragraph 
reads as follows: 
"The pricing of transport services on a cost 
"basis actually ensures co-ordination of 
"transportation. By co-ordination is meant 
"the harmonizing of transportation operations 
"so that each agency does the work for which 
"it is best suited. The shipper will 
"automatically bring about co-ordination by 
"choosing the lowest form of transportation in 
"his own self-interest." 
Now, I have interpreted this paragraph, Mr. 
Hughes, as meaning that you want to see a system where 
the most efficient and economical carriage of goods 
and people result. 
A, Yes. 
Q. And that the various cost advantages 
of the rail, road, water, airline and pipeline are 
brought to bear on our transportation in Canada. 
A. You have put it very well, Mr. Mauro. 
Q. Section 3 of the Transport Act, as 
you know, reads: 
"It is the duty of the Board to perform 
"the functions vested in the Board by this 
"Act and by the Railway Act with the object 
"of co-ordinating and harmonizing the 
"operations of all carriers engaged in 
"transport by railways and ships and the 


"Board shall give to this Act and to the 
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"Railway Act such fair interpretation as 

"will best attain the object aforesaid." 

My particular interest was that you used the 
word "harmonizing", and "harmonizing" appears in the 
Transport Act. You know that the Winnipeg Chamber 
of Commerce had a hearing on the water and rail 
rates not too long ago, and the Board, in upholding 
the differential in setting water rates -- it is at 
a fixed level below rail rates, and the Board stated: 

"The increases permitted in the rates via 

"the differential routes between Eastern and 

"Western Canada were properly made under the 

"powers of the Board, and, except as stated 

"in Finding No. 2, have not resulted in 

"ynreasonableness in the general level of the 

"said differential rates..." 

Now, reading from page 505 of the Judgment: 

"One of the duties of the Board is stated 

"in section 3 of the Transport Act, as follows 

"tit is the duty of the Board to perform 

"the funetions vested in the Board by this 

"Act and by the Railway Act. with the object 

"of co-ordinating and harmonizing the opera- 

"tiens of all carriers ... '!" 

‘Now, I take from your paragraph 39 and your 
paragraph 92, where you state: 

"Cost-oriented rate-making is possible if 

"rates are to have more regard for the costs 


"of a competitor rather than of the railway 


a 
i 


Bs ery OS 
i 


es) va a u My 


sr i 7 é ; mae ae. ‘ 


2 ,% 


as rotdstordedat xis sove Joh. ae 


> 
= 


| um sbtagerots Joetdo. eet atadds. a9 ite" 


Tiga! bow yoy, sent baw teenrednt. xetuy tia am 


One “tte ccmoqae "gat Steaua! bere. 'gabsznemsd ‘om i 7 4 


recta 10 gocttnaity Silt dedd works eors: Cimon: eoqan ; oti 


‘Lhse< DAS toteu ont mo ant “eerl s best sorremnted ‘te | 
hae iv 


a 4 Bes bioriqy nt  brsom oat Hares. om: aor ood ton suede & 
; e 1 Pha | 
ra ts eh Ji --~ aster acgtsw antites nt te ttmore'tEtb edt a le 
is; Sa | | 
Ct -vbedede biscl sit ‘pas aster Bfet woled: Sever Hexkt & 

a : Biv aadeax orld mt bedstinrreq aeasesenht: ¢< Mui ha | 

| Bas aoxetesh nsewsad aetuot [atinotettem ond" i 

su x : 


> ak as gti ee — ~ re die el oe P . tt 
eas xsPau obam yitedota stow Bbensd ‘atetaeW 


a ~~ AAS on Oe i - gc) ~ 4ei~ - evar, a a 
_betede as dqéoxe bas Jbaso8 soft to eievod 
D / oe “ ey, 7¢ 7 
) mf bopip fern oved <«S. .of 2atbaklt at a 
ba t ra 
4 | 7 G ~ an - -" o i a ay ie wy ity as i tt . 
| edt ‘Te Level Lsisnes ort abt seenaldsrioaserrtn’ oe 
| 7 7 
; he eee Fa eh. sim EM Tee | i 4 
ant | .. . aster, DeitpoteTitp Siea” { 
. | | 
| :oremebuL sos to cOd sasq mort entbse: wow 
. ‘ a ii 
. besees eh busod edd to getvub ont Re end" a | ie 
, hy WA x = “4 ‘ ra ‘ ™ nr t 
Fewolfot es: (JoA drogaretT ont to € nottosa ot 


motisa: ot fxrs0d- oAs to ytob end ab anh" 


ss 


eit rd based sid mt beveow’ aaokdonw? odd” 
voetdo ond rip tw tok yewl ied ont yd bos toA” r 
-S7T9qd0 ont gctsinommed bas arildankbec+oo to" a 
bays stafgiso {fs to emote” on 
“tyoy baie CE Mastasnsq shox meth eee oH | : ‘i 
reveva Woy, svedw .Se dqsrgsis¢ 
.. 2h eidkarod af sat sms ee : | 


\ 
n 


j be Pe 
veut efit To. sats soto a adnan i 


aera t 
nw. ae nm ¥ om 


“ ANGUS, STONEHOUSE & CO. LTD. = 
TORONTO. ONTARIO Hughes, cr-ex 13644 
(Mauro ) 


PStselfo' 

I take it from this that you want to see a 
rate structure in Canada that reflects the actual costs 
oft the carriers involved and not tied to the cost 
characteristics and cost factors of competing carriers. 

A. Yess 

Q. And when you use the word "harmonizing" 
at page 39, you mean it in that sense rather than the 
sense that the Board has put on it. 

A. Yes. When I wrote that I didn't know 
that the word was in the Act, "harmonizing", I didn't 
realize that. 

Q. At page 15 of paragraph 51, Mr. Hughes, 
you said: 

"Minimum rates in any cost-oriented pricing 

"system should be related to out-of-pocket 

"costs. Itis these costs that are incurred 

"if the output takes place. If they were not 

“cecovered in full, therefore, out-of-pocket 

"losses would occur, and the railway would 

"be better off by not carrying the traffic." 

Then you quote Professor Merril Roberts of 
the University of Pittsburgh, particularly the para- 
graph which reads: 

"Fully distributed costs are a false pricing 

"standard because of adverse effects on revenu 

i recastect diavel 

I assume you are quoting Dr. Merril Roberts 


with approval that fully distributed costs are, in 
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fact, a false pricing standard. 

A. Yes. Dr. Merril Roberts has in mind 
that as a minimum cost base, and I do this with 
approval, I fully agree with him. 

Q. He says: 

"Tt is quite meaningless to establish as a 

"norm for rates a sum composed of out-of-pocke 

"cost plus an arbitrary pro rata share of 

"the overhead ... . In many circumstances, 

"a rate lower than the fully distributed 

"costs yields a greater total contribution 

"to profit than one which equates with this 

"statistical allocation." 

I think he is stating that the whole concept 
of fully-distributed costs as a rate medium is fallacious, 
that you have to consider each and every movement on its 
own merits, because a volume movement at a rate less 
than fully distributed costs will make a greater 
contribution to revenue than even at or twice fully 
distributed costs. 

A. Yes. The norm for rate-making should 
be the out-of-pocket costs. 

Q. At page 22, Mr. Hughes, paragraph 81, 

I read: 

"The method is infinitely superior, on all 

"counts, to the other two, It does not 

"unduly burden any class of traffic more 

"Shan that traffic can bear, providing that 


"the traffic is not captive to the railways.” 


oS, Silla anton entatt 


bathe at asd atitecon ficcem sxf ,2e% A 7 


sichw eer ob. x pia yoeied ‘daa neem orb 2 8 


ba Maa at ptt dittiw sexe yok 5 aabeen 


ee 
[egee OH. wR re 


a ‘ : nines oT » penny Wars ee it 
8S af dglidsses of aeslaninaen otivp at IT 


Ttost¢o to beeoamea ave # ester tol mort en 


eee - RES a oT 
BOE. ofG yIsists 


% 


<eoonstenmwonis yose rn Ao ae hesateve sal 


J 
f op a ee. oe of ah ‘ A " * " 
’ HetudiatebS yllot ed? esd sewol eden #' 
| : 
hd 
i eshte oe a op wren hk peg ne ‘ " Ge fT P : " 
MOLT ROLUNIOs, L87C0r TSS SIM SS SBaS.f ty 8 J aod 
} p ‘ee 
I, ” 
2 i 
. ints to Re are ee Eee ares 
a, Bite ba inks ‘y BS xi 8 MDS GOR . Sik Cis fay J? Voerta Gv ; 
i o ms rs r th ‘4 
MoOfeeoelis Leotteticize2 
tas SHIOH rf iv a ot +e at a a ”~ » > | four. cae 
! WS ST108 93 vie) VOIW GIL IUS9S 8. Of Mito i 


wolos ligt at Mucpom Stay £ at Bigoo heodudiatetbh-wlidt to 


* 

Na 

7 

J 
ip 
D 
¢ 4 
w 
re 
@ 
L 

3 

’ 


> ime OCT he baie et Pee hers #2 iP Piet | deck ol 
o so SAA Pil Ww HVBOD Bey POLS FB DL) “f iwt mBad 


wifet eo fest $8 sneave eect oreewaer nt ie } | 
Vid yt SOLS TO Wo iovysS SESS SLI oVea{ OF TOL Tid Petro | 


Z ~ a aT ert ong ~%, on ae : - 
HL LOS ect (S9 H ~oat TO: AMON ort ef oy ‘ A . 


.B8aon towvoud-to-syo out. od 


= 


cy ott eo Oe me 
7m <168 . ss Saad tA fe *) 
4 Bey 


¢ 
é 


ale TF (> Arerren es £. zt a © a we ry, 
MO ,ToOocisaye rfesint aml ef, boritom Ts be ba 


-owd Morito oft of ,admmeo" 


e 
a) 
2 
be i 
ie 7 
be 


iistt to gaato yas te frne ad ae 


. edt og so o. lia 
: me iq 


neve: Sorowre orang "©: Hughes, cr-ex ee 
(Mauro ) 


You are, of course, in agreement that one 
of the primary concerns of this Commission under its 
terms of reference should be the consideration of 
protection to the captive traffic; that is one of 
the real issues. 

A. Yes, that is one of the reasons this 
Commission was brought in, because there was an ever- 
greater burden getting onto the normal traffic, and I 
am sure that is one of the concerns of the Commission. 

@. Now, at page 24, Mr. Hughes. As' I 
understand your method now, this new proposal for 
rate-making, there will be a minimum rate for all 
traffic, which minimum rate will reflect the long- 
run out-of-pocket costs; is that correct? 

A, That is correct. 

Q. There will be a maximum rate on captive 
traffic, which maximum rate will be not greater than 
the fully distributed cost. 

A, That is right, yes. 

Q. And then to all traffic non-captive, 
the sky is the limit. 

A. The captive was the limit, I would say, 
not the sky is the limit. 

Q. What the traffic will bear. 

A. Yes, that is right. 

Q. Whatever they can get, as long as it is 
above long-run cost. 

A. Tee. 


Q. Let's try to get down to a particular 
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illustration. In the last general increase case 
which was for $30 million or 19 per cent increase, 
they were eventually awarded 17 per cent, and umMer 
your system they could go out and establish rates on 
the captive market that returned no more than 
fully distributed costs. 

A, Yes. 

Q. What if they went to the non-captive 
traffic and attempted to regain the balance of the 
$30 million and were unable to obtain it, how would 
they make up the deficiency? 

COMMISSIONER ANSCOMB: Would you repeat that 
question, Mr. Mauro? 

MR. MAURO: Yes. In the last general 
application, Commissioner Anscomb, the C.P.R. asked 
for $30 million revenue to make up their wage award. 
Under the British Columbia proposal, they could establis 
rates, if they were granted this application, on the 
captive traffic which would reflect not more than fully 
distributed costs, and let's assume that Ea to 
them $20 million, they could then go out to the non- 
captive traffic and try to get as much as the traffic 
could bear, and assume that returned another $5 million, 
my question was: how could they make up the deficiency 
of the $5 million? 

THE WITNESS: Now, under the present scheme, 
we have equalization, we have out-or-pocket loss, grain, 
some 1l.c.1. traffie At. and East grain rates, probably 


export grain rates. If all these deficits were 
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compensatory out-of-pocket, then we might get $200 million 
without any need for a rate increase at all. 

Q. Assuming that the dark day comes again 
when all these deficits have been removed or reduced to 
the furthest point possible and still the railways 
come back to the Board for an increase -- and I assume 
we have to presume that there will be in this world 
some day within the memory of those present in this 
room when the railways will come forward for a rate 
increase --- 

MR. SINCLAIR: We have one standing before 
the Board at this moment. 

MR. MAURO: Q. If the application is 
granted for X number of dollars, as I understand your 
proposal, they could go out into the transportation 
marketplace, they are restricted to fully distributed 
costs on the captive traffic, and they then have to 
make up the rates on the non-captive traffic,. my 
question was: how is any deficiency in their 
obtaining it from the non-captive traffic made up? 

A. Your question is unanswerable, because 
you are mixing vinegar and water. They don't come 
along for a general increase, they go to the Beard 
and say, this is where our out-of-pocket casts have 
come up. They don't come along and ask for a general 
rate increase. 

Q. What you are suggesting is perhaps a 
change in the method, because I suggest to you that 


under the present method of the requirements formula, 
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where the railways come forward for a certain sum of 
dollars --- 
A. They need more money. 
THE CHAIRMAN: Where do they get the money? 
MR. MAURO: Q. Yes. They can't get 
the amount to bring it up. Where do they get the 
deficiency? 
A. First of all, we assume they go to the 
Boardand get the minima put up, so automatically they 
lose some traffic if it can't stand the rate. Now, 
I think it is partly explained in a footnote at the 
bottom of page 30, footnote 6. I don't know if it is 
necessary to read it. I think I will. 
"This standard of maximum rates may be 
"questioned, If captive traffic is to be 
"carried at no more than fully distributed 
"costs, how can the railways carry com- 
"petitive traffic at less than full cost? 
"The question may be answered by asking 
"others: What would the railways do if the 
"captive traffic dwindled to nothing because 
H otord he remstsie competition over the next 
"decade or so? Non-regulated competitive 
"pusinesses in other fields can manage quite 
"well without a corral] of captive customers 
"to bear disproportionate overheads and 
"no one could reasonable expect captive 
"traffic -- a smaller and smaller proportion 


"of total freight traffic each year -- to 
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"carry the overhead burden for competitive 

"freight. As an increasing amount of non- 

"competitive traffic becomes subject to 

“eompetition, the railways will not be able 

"to rely on recovering overheads from this 

"source in the future. It may be pointed out 

"that much competitive traffic now has 

"rates above fully distributed cost; the 

"extent to which this is possible depends 

"on the cost level of the competitors..." 4- 
and then we see that full cost for rail is 50 cents 
per hundred lbs., road is 55 cents per hundred lbs.;the tate 
for rail 55 cents per hundred lbs., road 55 cents per 
hundred lbs. 

As you pointed out in the burden study, the 
traffic which is carried at less than fully distributed 
costs actually contributes a great deal of the over- 
head costs of the railways, a great deal of it. 

It is not necessary to have it on the non-competitive 
traffic over fully allocated costs. 

Q. You realize, of course, in the United 
States they don't operate on a requirements eee 

A. Yes, I am quite aware of that. 

Q. Now, I have been in agreement with 
everything you have said, that the captive traffic 
should have a limit placed on it, and I think we are 
here to find out what other possible solutions there 
are, With your solution were you faced with this 


problem, that if they are limited to what they can 
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get from the captive traffic and they then have a set 
number of dollars they require and they can't obtain 
those dollars from the non-captive traffic, where do 
they get it? 

A. What happens in the United States in 
the bituminous coal is that it is carried at less than 
fully distributed cost, and it gets all of the burden 
by carrying all this bulk traffic, which is quite a 
Lot ‘of ib. Well, they would cover a great deal of 
their constant cost burden. Now, you say they can't 
put the rates up and they make up some deficit to cover 
that situation, and I said to Mr. Cooper yesterday that 
I wasn't inflexible about it. “The only thing I am 
really inflexible on is that the captive traffic should 
be related to the cost of service in some way, it should 
reflect it. Now, I am not absolutely inflexible on 
the way the maximum rate is put as long as it is 
reflecting in some way the out-of-pocket costs of that 
traffic, whether by fully distributed costs or any 


other way you would like to do it. 


(Page 13655 follows.) 
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Q. As I would understand your proposed 
scheme, Mr. Hughes, it is in essence the present 
method of the Board of Transport Commissioners with 
a ceiling on captive traffic. The Board of Transport 
Commissioners will attempt to police any rates under 
the present tariffs that are below out-of-pocket costs 
that are not compensatory, and if we can bring them 
to the attention of the Board I am sure that some 
attempt will be made to bring these rates up to their 
proper level or have them taken out completely? 

A. I would not agree it is the same as 
the present system, if that is what you think, iL 
would not agree with that. 

Q. What is the difference between your scheme 
and the present scheme in addition to the fact that you 
set a ceiling of fully distributed cost on captive 
traffic? 

A. There are many differences as you read 
the book, but, you know, fhis is not what we are trying 
to do. One of the basis differences is the classi- 
fication whichhas a change of loadability as the 
basis, and the classification runs right through the 
carload scale, It applies now to a very smail 
segment. In fact, it is pretty useless. 

So this is one thing. Classification gives 
an incentive to load while the classification today 
does not, We presently use also the LCL seales in 
classification and the carload scales in the same one, 


so that if there are different, conditions between LCL 
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traffic and carload traffic, maybe a rate has to go 
down on the LCL. Well, the railway will not do that 
because the carload traffic is so closely tied in with 
it and we have different scales for LCL and carload. 
That is one difference, 

Q. I was looking at paragraph 85, 

tag If you want me to give you all the diffe. 
ences, because there are many. 

Q. I was simply taking your words in 
paragraph 85 where you state; 

"The rate making proposals put for- 

ward so far nave, therefore, three essen- 

tial ingredients." 
The first one’ is: 

"Minimum rates for all traffic should 

bé no lower than long-run out-of-pocket 

cost." 
I suggest that the principle, that rates for ail traffic 
should be no lower than the long-run out-of-pocket 
costs is in fact one of the essential ingredients of 
the present freight rate structure in Canada, Nov’, 
it may have weaknesses, you and I know, in policing, 
but I suggest to you that the proposition that minimum 
rates should be no lower than Longerun out-of-pocket 
costs is in fact one of the essential ingredients of 
our present freight rate structure? 

A. I don't think so. I think there are 
many rates all based on short-run out-of-pocket costs, 


There are many suspect deficit areas which we were 
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1 
talking about this morning. The minimum rates 
; very often in the equalization scale have nothing 
: at all to do with out-of-pocket costs of running 
‘ traffic for that particular area, 
: Q. Are you suggesting that tie present 
; freight rate structure in Canada has a limit that it 
‘ is permissive in the freight rate structure to have 
: rates that do not return out-of-necket costs? 
E A. Certainly it is permissive, otherwise 
Pa I would not have had to bring in these things this 
- morning, and passenger service is a big one. 
i Q. We are talking here of rate making 
i proposals and this is the freight phase of it, and we 
Pe will forget about passenger service. We are certainly 
16 in agreement m that, Mr. Hughes. 
"7 A. It is all tied in with the same one if 
+ you want to talk about that. 
19 Q. When you talk about rate making pro- 
20 posals having three essential ingredients, you are 
es not talking about passenger trains in paragraph 85, 
79 are you? 
93 A. No, all sight, but there are differences, 
9A No, we are not vasing -- minimum rate is not, I think, 
95 longer than cut-of-pocxet costs, I said there may 
26 have been shorterun out-of-pocket costs. 
7 Q. You suggest that your scheme, that ic, 
28 other than the ceiling on captive *raffic;:.hnas various 
29 principles that differ from the sresent method 
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1 
reference to those three? 
2 
A. f am not sure of your question there, 
3 
Q. You have listed three essential ingredients 
4 
to your proposals: 
5 
"Minimum rates for all traffic should be 
6 
: no lower than long-run out-of-pocket 
costs. 
8 
: (b) Maximum rates should be published 
10 for captive traffic, and such rates 
ll Should be no higher than fully allocated 
12 costs. 
13 (c) Above the minima (subject to the 
14 maxima for captive traffic), recovery 
15 of overheads should be related to what the 
16 traffic will bear," 
17 fT am suggesting that outside of the limits of captive 


18 traffic to fully distributed costs, in fact the present 
19 freight rate structure permits railways to get whatever 
20 the traffic will bear on all traffic, and that the 

1 present freight rate structure sets out that the 

yy minimum level of rates should be the compensatory level 
23 or out-of-pocket? 

A. Well, that gives the railways long-run 
out-of-pocket costs, 

Q. You may be asking for further things, 
but I suggested to you that perhaps the present method 
is not being policed properly, Mr. Hughes. I thought 
we were talking here about essential ingredients, 


A. I would say that the present freight 
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rate, the present way we have set things up is not at 
all like we have proposed. There are no advantages 
given for hauling traffic over a good rate -- this is 
not reflected in the rates -- or through good terminals 
or anything else, I think it is very much different. 
Q. Now, at paragraph 112 on page 30 there 
is a matter of applying to have certain traffic declared 
competitive, 
"The grounds for application would 
be that reasonable competition had been 
commenced for the traffic. The railways 
should, of erase: have to show that the 
competition was not sporadic and that the 
competitive rates were rates which actually 
moved the traffic in some volume," 
And again at paragraph 129 --- 
Bs Excuse mé. There is in paragraph 112, 
I think, where it says: 
"As traffic became non-competitive --" 
It should be "as traffic became competitive," 


Q. yes, thank you. In paragraph 129, 


"As there is no maxdina proposed for a 
great deal of traffic, actual rates would 
be le*:) to the commercial judgment of tine 
railways themselves as a management pre- 
rogative. Above the minima it should be 


entirely up to the railways what charges wili 


be made, subject, of course, to the safeguards 
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against unjust discrimination," 

f As Il see your scheme, Mr. Hughes, it would be to the 
; railways' benefit to move to have the present non- 

; competitive traffic competitive, 

i because as non-competitive traffic they could only 
j charge tor the distributed costs, but if the traffic 
: becomes competitive the sky is the limit 

‘ A, No, the sky is not the li..it. The 

im competition is the limit. 

e Q All right, we will go back to what the 
ie Craki ic wwikhiebear. You used those words, 

13 A. if the traffic becomes competitive 

14 it is pretty automatic that the rate is going to be 
fhe less than it would be if it was captive syaffic, 
16 so why should it be to the railways! advantage? 

7 Qe Are you suggesting that present com- 
18 petitive rates do not return fully distributed costs 
19 and sometimes double fully distributed costs? The 
20 word "competitive", the fact that traffic is in 


competition, of course, does not mean it does not 
return fully distributed costs. 

A. I was saying to you earlier, a lot of 
competitive traffic, this 1s why you do not have to 
load captive traffic too much with rates over the 
burden, There is a lot of captive competitive 
traffic which is carried at rates above fully allocated 
costs. 

Your question was: well, do the railways 


want to get traffic out into the captive class so that 
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“ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13661 
TORONTO. ONTARIO (Mauro ) 
they can put rates up? 

Q. Yes? 

A. Well, it is really impossible to say, 
because the reason that the competition has come along 
and therefore the maximum rate has become a4 paper 
rate, so why should the railways want to do one or 
another? it is just to clear up the books, 

Qe There are many movements in Canada today 
which are captive to the railways and upon which they 
receive more than fully distributed cost. That is 
what I understood was the reason for this prepesal of 
yours, to try and protect the captive traffic against 
excessive charges? 

AS That is taking a very wrong attitude. 
That is not the attitude at all. What we want is 
the long-run solution for the railway probiem, and 
not for shippers. We are not looking at captive 
traffic and saying,"This is it for captive traffic." 
Otherwise we would go along with a hold-down, 

Q. Mr. Hughes, I just assume that your 
scheme that said that the rates on captive traffic 
should be not permitted to rise above fully distri- 
buted cost, was based on the fact that under tne pre- 
sent scheme, under the present method, the railways 
are in fact charging in excess, unfairly in excess 
of fully distributed cost. Otherwise why put the 
limitation on them? 

A. Well, if you look at the United States 


burden study again, you see that most of this traffic 
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* ANGUS, STONEHOUSE @ Co. LTD. Hughes, c r-ex 13662 
TORONTO. ONTARIO (Mauro ) 

which is captive is actually having a rate which is 

less than fully distributed cost. Se I don't know 

why you should think that. We may be wanting a 

maximum rate to go up in some cases. 


Q. There is nothing stopping the railways 


he’ 


now from increasing rates, Mr. Hughes. There is 
nothing stopping the railways now from incréasing 
rates up to tne class --- 

MR. SINCLAIR: There sure is. 

MR, MAURO: Q. Up to the permissive 
levels, Why put this other unnecessary regulation? 

If in fact what you say now is true, why make another 
regulation prohibiting the railways from increasing 
their cost or charges on captive traffic beyond 

fully distributed costs? 

A. Because we are taking the long-term 
point of view, Mr. Mauro, and as we see more and more 
competition coming in there may be incentive, the 
railway may quite easily want to cut out a compe titor, 
and there is nothing under our scheme to stop it from 
doing anything it wants above the wmt-cf-pocket costes: 
then I think that it is quite rightly a part of railway 
regulation that there should be some protection for 


the captive shipper. 


(Page 13667 follows) 
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* ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13667 
TORONTO, ONTARIO 
(Mauro ) 


Q. Well, then, for my final couple of 
questions, Mr, Hughes, would you turn to chapter 8, 
"Proposals for a New Rate Structure." Paragraph 102 
on page 28 contains a carload classification table, Mr. 
Hughes. I would ask you to assume with me that the 
Class 100 rate is $1, and that the other classes repre- 
sent percentages of Class 100. If that were the case 
then the following is the revenue per car for each 
weight loaded; 30,000 pounds at $1 would be $300; 
40,000 pounds at $0.80 would be $320; 50,000 pounds 
at $0.70 would be $350; 60,000 pounds at $0.50 would 
be $300; and 100,000 pounds at $0.30 would be $300, 
Since I think it is rather obvious, Mr. Hughes, that 
the costs of the railway to ship 60,000 pounds or 100, 000 
pounds is greater than it is to move 50,000 pounds, it 
seems unreasonable to insist that the railways accept 
$50 less per car to ship 100,000 pounds than to ship 
50,000 pounds, 

A, Well, you know, this is an illustration 
for example, and I could easily put (a), (b), (¢) and (a) 
and it would not make any difference at all. We are 
talking about broad proposals for a new rate structure. 
I am not giving actual rates in a tariff; I am giving 
examples of how it would look, I am not suggesting 
these are the rates, 

Q. Let us drop the rates, but I assume your 
principle here is that the rates will decline from 
30,000 pounds to 100,000 pounds, but you certainly do 


not want a declining rate schedule that would result in 
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“ ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13668 
TORONTO, ONTARIO (Mauro ) 


50,000 pounds? 


1 
: less revenue for moving 100,000 pounds than for moving 
3 ; 
‘ A, That is right. You cannot get the 
: principle from looking at this. You are quite right 
é in what you are saying. 
7 Q. Now, paragraph 103 -- you might, perhaps, 
3 clarify this also. This is a table headed "Distance 
9 Factor", and it shows that for distances between 100 
10 and 199 miles a rate factor of 20 cents, and a rate 
1 factor of 21 cents for a distance between 200 and 299 
12 miles, Using the shortest distance in each block 
13 the charge for the line haul movement per ton mile for 
14 100 miles at $4 per ton is 2.67 cents, and for 200 
15 miles at $4.20 per ton is 1.68 cents. For the 
16 additional 100 miles of line haul the charge per ton 
17 mile is one-fifth of a cent per ton mile. 
18 Now, what expenses are assignable to the 
19 first 100 miles which result in a ton mile rate of 
20) 2.67 cents that are not assignable to the second 100 
1 miles? 
22 A. I do not really know why we are dealing 
93) With figures’ here. This is just an illustration, Si 
24 thought I would just fill in the blank places This 
25 is just an illustration; that is all. 
26 Q. We are trying to figure out the principle 
27 involved here, I take it you want a similar rate in 
28 each rate block? 
29 A. That is right. 

COMMISSIONER MANN: Mr. Hughes, I intended 
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ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex 13669 
TORONTO. ONTARIO (Mauro ) 

to ask you this sooner or later anyway, but do you make 

any provision for rate taper in your scheme? 

A. yes, this is in the scale where it gives 
distance in miles and you get ywur cents per 100 pounds, 
Well, I assume there would be a rate taper in the rate 
scale. 

COMMISSIONER MANN: Why do you taper that 
rate in your scheme? 

THE WITNESS: Because the costs get less 
per ton mile as you go further away from your terminal. 

COMMISSIONER MANN: Because you go further 
from your terminal? 

THE WITNESS: That is one reason. On long 
hauls you get better utilization @ equipment and 
crews. There are man, reasons for the taper. 

COMMISSIONER MANN: So the line-naul 
factor has been taken out, so far as the taper is con- 
cerned? 

THE WITNESS: yes, but there are some other 
reasons for it. 

COMMISSIONER MANN: Perhaps you wight go 
into that at some time because I would like to deal 
with it. 

MR, MAURO: Qe You are aware that under 
the American system the line-haul portion is a constant 
cost throughout the mileage block? There is no change 
as you get further away. The line-haul portion re- 
mains constant? 


A. Yes, that may be so in the seales they 
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“ ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-€x 13670 
TORONTO, ONTARIO (Mauro ) 


have set up. 

Q. Then, there is the table headed "Arbi- 
traries; Terminal Group and Route Group." The 
route group arbitrary is a flat sum added to the 
rate per 100 pounds, and is based on the percentage 
of main line movement to branch line; is that correct? 

A. That is right. 

Q. Thus, one shipment which moves 100 miles 
with 40 per cent, or 40 miles, on branch lines, has a 
route arbitrary of two cents added; is that right? 

A. Yes, and as an example we are using 
cents and miles. 

Q. Another shipment moving 1000 miles with 
40 per cent, or 400 miles, on branch lines is also 
assessed only two cents as a route arbitrary? 

A. yes, 

Q. This table recognizes the percentage 
only, and ignores the fact that the same percentage 
would vary directly with the length of haul? 

Co ee. Logically, you see, this route 
group arbitary should have been set up in cents per 
mile, but when you try to do that and try to incorporate 
it into some practical tariff I ¢e net think too much 
ie lost if you do it as per 100 pounds. You would 
Lose far more if you did the terminal group like that. 

Q I was particularly interested in the 
route group because under this, if the shipment moves 
4O miles on the branch line, there may be only a two- 


cent contribution, and with respect to another shipment 
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< ANGUS, STONEHOUSE & CO. LTD. Hughes, cr-ex play pe 
TORONTO. ONTARIO (Mauro ) 

that moved 400 miles on the branch line, that would 

still only make that contribution? 

A. yes, that is so, The principles are 
down in writing, but we do not say that this is how 
we envisage it would look. 

Qe It tends to favour long-haul traffic? 

A. It does not matter whether it is on a 
mileage basis or a cent per 100 pounds basis. 

MR. MAURO: Thank you very much, Mr. Hughes, 

THE CHAIRMAN: We will sit tomorrow in the 
Convention Hall of the Chateau Laurier and you, Mr. 


Hume, will be next. 


-~-Adjournment. 
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